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A REVIEW OF 1949 

NI IINETEEN FORTY-NINE was another year of high 
production, income, and employment. The output of the 
economy was as large as in 1948 in real terms. Major 
changes from the earlier postwar period occurred in the 
disposition of output, however, and in the trend of economic 

^ activity—^which in the first half moved downward for the 
first time since the reconversion shift from war to peace 

' output 3 years earlier. 
Two preceding full-employment years in which an unusual 

proportion of output was laid aside for capital accretion had 
ehminated a great part of the backlog investment demand 
arising from the war. Swift accumulation of inventories 

•' from 1946 through 1948 had brought aggregate business 
stocks into adequate relation with sales by the end of that 

•̂  period, and in many industries the most urgent needs for 
expansion in plant capacity and equipment had also been raet. 

In 1949, the proportion of current output devoted to capital 
formation was sharply reduced, to a moderate extent because 
of declining plant and equipment expenditures and net 
foreign investment, but largely because the inventory buildup 
of the year before ceased and was succeeded by some liqui-

' dation of stocks. Lower capital formation, with the con
tinuance of total output at about the same high volume as 

\ in the previous year, permitted a small increase in the flow of 
goods and services to consumers, at the same time that there 
was a marked expansion in purchases by all levels of govern
ment. On the whole, the consumer on a per capita basis 

fared at least as weU as in any other year, especially when the 
intangibles of quality, choice, and the previous difficulties of 
meeting his wants under conditions of short supply are 
considered. 

• Better balance between supply 
and demand 

The reduced need for domestic investment, a lessening of 
foreign demand in our markets as fewer dollars were avaUable 
to foreign countries, and some diminution in the urgency of 
consumer requirements for most types of durable goods and 
for some nondurables, reduced the pressure of aggregate 
demand. Simultaneously, the improved avaUabUity of raw 
materials, the expansion in the labor force, and the continuing 
large volume of plant and equipment expenditures expanded 
total productive capacity. The easing of demand and 
growth of capacity brought a better balance in supply-and-
demand relationships which was reflected in a moderate 
lowering of prices. The beginnings of these developments 
had aheady been evident before the close of 1948. 

The modest extent of the price change—1 percent in con
sumer prices and 6 percent in wholesale commodity prices 
on a year-to-year basis, although more from monthly peak 
to trough—^was due not only to the maintenance of final de
mand despite the changes noted, but also to the fact that 
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major elements in the cost structure remained relatively 
stable. Labor costs were affected by slightly higher wage 
rates and increased supplementary benefits, which served to 
counteract savings from improved productivity and reduced 
overtime. Transportation costs were higher and overhead 
costs, including business rent, were marked by Uttle or no 
change. 

Except in agriculture, where prices and income were 
sharply down from the extraordinary levels of the previous 
years, price declines were insufficient to affect business earn
ings from current production very much. Because of the 
shift in price trends, however, corporate profits and profit 
margins were substantially reduced when conventionaUy 
measured so as to iaclude inventory profits and losses. 

• Downward adjustment in first half 
The shift from inventory rebuilding, which had absorbed 

output at a high rate in the fourth quarter of 1948, to some 
inventory Uquidation by the second quarter of 1949 provided 
a severe test of the strength of the economy in the first haH 
of the year. Business investment in plant and equipment 
and residential construction were also sliding off in the first 
half. During this period industrial production feU, unem
ployment increased from the minimal levels prevaUing in the 
preceding 2 years of labor scarcity, and many prices yielded 
ground. 

However, the impact of the adjustment was largely limited 
to the segments of economic activity directly affected by the 
decline in investment—particularly manufacturing, mining, 
and transportation of goods—although agricultural prices, 
which were affected by other factors, were also moving 
downward. Moderating the investment impact was an ex
pansion in government buying, whUe government operations 
in such fields as farm price supports, lending operations, and 
unemployment insurance—together with decUning tax reve
nues—exerted a supporting influence in many sectors of the 
economy. • 

Supported by sustained high disposable' income of con
sumers and stimulated by an expanding flow of automobUes 
for which bacldog demand continued unsatisfied, aggregate 
consumer spending, comprising two-thirds of gross national 
product, held firm. The impact of reduced investment 
spending was absorbed without touching off a wave of 
secondary effects elsewhere ia the economy such as has at 
other times instituted a downward spiral of deflation. 

• Stabilization of economy in 
second half 

By midsummer, the decUne in aggregate investment had 
been checked. The rate of inventory liquidation began to 
diminish as the underlying core of demand made necessary 
a revival of business orders, and substantial recovery oc
curred in residential construction for which the bacldog of 
demand continued large. 

During the last half of the year these two favorable factors 
approximately offset further declines in business expenditures 
for producers' durable equipment and nonresidential con
struction, and a reduction in foreign investment. Concur
rently with the stabUization of aggregate investment, 
however, the expansion of government buying ceased. With 
these formerly dynamic factors at comparative rest during 
the se6ond half of the year, sales, production, employment 
and prices were nearly stable in. most industries. Some 
increases were appearing, particularly in industrial segments, 
and such declines as continued—^as in agriciUtural prices-— 
were taking place at a diminished rate. 

The year was thus divided into two dissimilar periods. The 
first half was one of adjustment from the inflationary 
movement of the earlier postwar period which had culminated 
late in 1948. The adjustment is seen in retrospect to have 
been remarkably mUd insofar as the over-all situation is con
cerned, though it sharply affected individual business concerns 
and to some extent whole industries, and brought lessened 
employment opportunities for labor. The second half was 
one of over-aU stabUity within which were embraced moderate 
advances in some of the earlier declining segments. As a 
whole the year's results, in terms of real production, were 
practicaUy on a par with those of 1948. 

• Personal sector stable 
A feature of the year's developments was the extraordinary 

stability of the consumer sector. A slight down trend in 
personal income was associated with the farm component; 
monthly data for nonagricultural income showed an extreme 
variation between the high and low month of only 2 percent, 
and 11 of the 12 months were within a 1-percent range. 
Consumer expenditures, available only quarterly, showed 
virtuaUy no variation at all, whUe monthly data for total 
retail sales confirmed the quarterly stability. Accompanying 
the steadiness of consumer income and outlays, the monthly 
index of consumer prices showed only minor changes during 
the year. 

With their January 1949 positions somewhat below the 
1948 peaks, personal income, retaU sales, and consumer 
prices aU averaged a little less in 1949 than in 1948. Dispos
able personal income was maintained, despite the small 
reduction in personal income, because of lower personal 
taxes. Personal consumption expenditures and personal 
savings were also the same as in 1948. The reduction in con
sumer prices was such as to indicate an increase of about 
1.6 percent in the real flow of goods and services moving to 
consumers. 

• Diversity of economic movements 
Among the myriad of detailed economic series many were 

higher in 1949 than in 1948, whUe many others were lower. 
This circumstance is apt to_ yield an impression of extraor
dinary diversity of economic behavior in this period. To 
some extent this impression is, indeed, valid, for the 1949 
adjustment struck heavily at some areas of the economy 
while leaving others untouched. 

Nevertheless, it should be pointed out that if rates of 
change, rather than merely direction, are taken as the 
significant measure of variation, the differences in movement 
were not notably greater in 1949 than in previous years. 
In 1947 and 1948, for example, the dispersion had been 
against a background of sizable increases in aggregate pro
duction, average prices, and other summary measures. These 
general measures changed relatively little from 1948 to 1949. 

It is with this caution as a preliminary that subsequent 
sections of this review record the diversity of experience in 
various fields. Thus, it is pointed _ out that consumer 
expenditures for automobiles and services were higher, but 
current doUar expenditures on most commodities decreased. 
In industrial production, manufactured foods, automobiles, 
and aircraft, among others, were above 1948, but a majority 
of industries were lower. In the field of construction 
activity, public, institutional, and utUity construction were 
higher, residential construction was little changed, and in
dustrial and commercial construction were down. Employ
ment outside, manufacturing was above-1948.in the aggregate, 
but the contraction in manufacturing was sufficient to carry, 
with it the all-industry total. 
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Prices, both at wholesale and those paid by consumers, 
displayed a simUarly mixed pattern. Price declines were 
largest, most pervasive, and most continuous in the volatUe 
field of farm products and foods, which prices had paced 
the war and postwar rise. Among industrial commodities 

" for which wholesale quotations are available, declines 
outnumbered advances during the period of adjustment in 

I the ratio of 3 to 2 (with about one-fifth of aU quotations 
unchanged), and the average for retaU commodities was 
slightly lower. The predominant movement in the prices 
of consumer services was. upward. In general, prices which 
had advanced most in preceding years fell farthest in 1949, 
while those which had previously advanced least continued 
upward, so that on the whole the price structure moved 
closer to prewar relationships. 

Position at year end 
In view of the shifting pattern of business behavior over 

the course of the year and of the divergent trends of various 
economic indicators, it is desirable to summarize the position 
of the economy as the year ended. 

In the fourth quarter of 1949, the gross national product 
in current doUars was 6 percent below the fourth quarter of 
1948, its peak. The decline in physical terms was much 
smaUer. Employment in December was down a little more 
than 1 percent from the end of 1948. Eetail sales were 
slightly below the previous year in doUar amount, but in 
physical terms they were a little higher. From December 

1948 to December 1949 consumers' prices were off 2 percent 
and wholesale commodity prices 7 percent. 

The year concluded with a tone of firmness in most areas 
of economic activity. The two largest sources of demand 
for th'e gross national product—government and consumers— 
were buying at a stable rate. In the offing for consumers 
was the non-recurring receipt of the $2.8 bUlion National 
Service Life Insurance dividend and State veterans' bonus 
payments—to be partly offset, however, by an iacrease in 
employee contributions to the Federal Old Age and Sur
vivors' Insurance fimd at an annual rate of nearly one-half 
billion doUars. 

The most notable expansionary infiuence was the mark
edly rising trend of residential construction, which was 
beginning to carry commercial construction upward with it. 
This revival was sufficient to bring total private construction 
back to its peak by the fourth quarter of 1949. Further, the 
rate of Uquidation of nonfarm business inventories had 
slackened. With business buying more closely geared to 
current sales for final use, this major factor of change in 
1949 was no longer exercising its retarding influence. 

Exerting a contrary force were the steady declines in 
business purchases of durable equipment, and in industrial 
construction. Surveys of business plans indicated that these 
declines would continue into 1950 as bacldog demands were 
further reduced, despite low costs of financing. Also oper
ating on |;he down-side was the contraction in foreign trade, 
notably ia exports of agricultural products, and in the 
export balance. 

National Income and National Product in 1949 

GrEOSS national product—the market value of the 
Nation's output of goods and services—amounted to $257 
biUion in 1949, as compared with $262 bUUon in 1948. The 
national income, which measures output in terms of earnings 
accruing from current production, showed a similar move
ment, from $226 bUUon in 1948 to $221)^ billion in 1949. 

Production thus continued at a very high rate during the 
past year. In neither of these major aggregates was the 
decline in doUar value more than 2 percent. Personal 
income, which measures aU incomes received by persons, 
including transfers, was maintained even better. The decline 
was only 1 percent, from $212 billion to $210 billion. 

When allowance is made for lower prices in 1949, it would 
appear that the change in the physical volume of production 
was slight, although evidence is at present insufficient to 
pernait actual measurement. Available data also suggest 
that in private nonagricultural industries as a whole increases 
in productive efficiency approximately offset smaU declines 
in employment and in the average workweek. 

Although aggregate production in 1949 differed little from 
that in 1948, significant shifts occmred in the use of the 
Nation's output. These shifts were reflected in variations 
in the pace of economic activity during 1949 and ia' the 
changed pattern of the income flow. 

Maintenance affinal demand 

There were marked differences in movement between the 
inventory and noninventory elements of national output. 
In 1948, $6.5 bUlion, or 2K percent of gross national produc
tion, was devoted to net additions to busiaess inventories, 
whereas in 1949 there was a net reduction of $2.3 billion. 
Four-fifths of the $9 biUion swing stemmed from the move
ment of nonfarm business inventories; farm inventories con
tributed about $2 billion; 

That the total reduction in the value of national produc
tion from 1948 to 1949 was slight is attributable to the fact 
that the flow of goods and services to final purchasers—that 
is, domestic consumers, fixod capital investors^ government, 
and foreign nations—increased from $256 biUion to $260 
biUion. The substantial growth of Federal and State and 
local government purchases was responsible for the increase. 
But even exclusive of the government component, final 
purchases made a favorable sho'wing. Thus, the doUar 
volume of personal consumption expenditures in 1949 was 
about the same as in 1948; and the decline in business in
vestment in fixed capital assets, including residential coU'-
struction, was of moderate proportions. 

Reduction in inventories 

On a quarterly basis also, final purchases showed a high 
degree of stabUity, and fluctuations in inventory investment 
were the immediate cause of the major changes in the pace 
of economic activity during the year. The shift from a net 
inventory accumulation of $9 bUlion at annual rates in the 
fourth quarter of 1948 to a net reduction of $3 bUlion ia the 
second quarter of 1949 is reflected in the busiaess recession 
that developed during this period. 

The mUdness of the recession—national income and 
national product declined less than 5 percent—^is traceable 
to the sustained strength of final demand. Inventories con
tinued to be reduced during the second half of the year, but 
no further shifts in the rede of change comparable to those 
of the first half occurred. In turn, over-all economic activ
ity, as measured by national income and product, was. 
stabilized in the latter part of 1949. 

The pattern of the income flow reflected these changes.. 
In the nonfarm sector, the decline in national income was 
centered in manufacturing, where reduced inventory re-
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quirements resulted in a curtailment of production. Income 
originating in other industrial divisions of this sector was, in 
general, much better maintained. Farm income shrank 
sharply, as a consequence mainly of lower agricultural prices. 

These salient features of the economic situation are traced 
in greater detail in the following review of the income and 
product flows. 

P r i v a t e D o m e s t i c D e m a n d for G r o s s 
N a t i o n a l P r o d u c t 

Over-all stability of consumption 

Personal consumption expenditures last year, a t $179 bU
lion, were about the same as in 1948 in doUar volume and 
somewhat larger in real terms. After a decline of modest 
proportions in the first quarter from the record level of the 
previous year end, the total remained almost constant in 
each succeeding quarter. 

A major cause of this stabUity, which is depicted in chart 
2, was that income avaUable for consumer spending and 
saving was maintained better than income originating in 
productive activity. In contrast to the $5-bUlion decline in 
national income, consumer disposable income held up in 
1949. Stable disbursements of dividends and other prop
erty incomes to individuals in spite of a reduced business 
earnings, an increase in government transfer payments, and 
lower individual income taxes were the major factors ac
counting for the difference. 

Cha r t 2.—Disposition of Personal Income 
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Also, the ratio of consumption to disposable income firmed, 
:after declining in 1948. I n interpreting this evidence of the 
firming of consumer demand, it should be noted that larger 
automobUe purchases underlay the increase of the over-all 
income-consumptionr ratio during- 1949. These purchases, 
stiU reflecting accumulated shortages, increased in each 
quarter except the fourth, when model changes interrupted 
the flow to consumers. For the year as a whole, automobUe 
purchases were $2 biUion, or about one-fourth, above the 

total for 1948. The ratio of consumption exclusive of auto
mobUes to income was approximately constant during the 
year. 

The movements of consumer purchases of durables other 
than automobiles were mixed. Furniture and household 
equipment sales had sagged in the last quarter of 1948 and 
continued downward through mid-1949. In the second half 
of the year, however, there was a partial recovery, led by 
television sets, bu t including refrigerators, other appliances, 
and—toward the end of the year—^home furnishings. De
spite these upswings, purchases of durables other than auto
mobiles declined from $15 billion to $14 biUion from 1948 to 
1949. 

Expenditures for nondurables were $99 billion in 1949, 
more than $3 bUlion below the 1948 total. Purchases of 
most of these items declined throughout the year. Food 
and clothing were the major factors in the decrease. Out
lays for other nondurable goods also diminished, but not, on 
the whole, very substantially. The reduction in food ex
penditures reflected largely price movements, as aggregate 
volume was approximately maintained. However, retail 
sales data suggest an appreciable shift towards home con
sumption. Grocery store sales were scarcely changed from 
1948, whUe sales of eating and drinking places fell 7 percent— 
nearly twice as much as consumer food prices. Expendi
tures for apparel were reduced 8 percent from 1948 to 1949, 
with price and volume factors contributing fairly equaUy to 
the decline. 

Consumer expenditures for services rose from $53 biUion 
in 1948 to $56 bUUon in 1949, continuing the steady advance 
of earlier postwar years. Housing, including the imputed 
rental value of owner-occupied homes, was the biggest single 
element in the 1949 increase. 

Weakening^ of domestic investment 
Both fixed capital formation and busiaess inventory in

vestment declined last year, the former moderately and the 
latter by substantial proportions. The contrast between 
them is shown in chart 3, where the soUd Une indicates total 
gross private domestic investment, the dotted line fixed 
investment, and the shaded area between them the change in 
business inventories. The striking feature of the chart is 
the rapid shift from inventory accumulation at the rate of 
$9 billion annuaUy in the final quarter of 1948 to liquidation 
in the second and subsequent quarters of 1949. 

Fixed investment down moderately 

Private fixed investment amoimted to $37 biUion in 1949, 
a reduction of $ 1 ^ bUlion from the previous year. There 
was a marked contrast in movement between residential 
construction and investment in business plant and equip
ment. 

Eesidential buUding which, on a seasonaUy adjusted basis, 
declined substantially from the third quarter of 1948 into the 
second quarter of 1949, picked up thereafter and was an ex
pansionary force in the economy during the latter half of the 
year. Improved opportunities for financing and some suc
cess of the buUding industry in tapping unsatisfied demands 
for less expensive types of housing appear to have been 
significant factors in the upturn, although it is not clear that 
they provide a full explanation. The rapidly expanding 
secondary mortgage market provided by the Government 
through the Federal National Mortgage Association un
doubtedly contributed to the easing of financing op
portunities; 

Downward tendencies in most types of plant and equip
ment expenditures were evident throughout 1949, reflecting 
the gradual completion of war-deferred expansion programs 
and probably also the effects of lower sales and profits ex-
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pectations. Industrial buUding accounted for most of the 
decline in plant expansion. Commercial construction also 
feU off during the first 3 quarters, but firmed toward the 
year end. An exception to the general trend was furnished 
by public utUity construction, which advanced weU beyond 
1948 levels before tapering off in the fo-urth quarter. 

Business purchases of dm-able equipment decreased from 
$21 bUlion in 1948 to $20 biUion last year. Industrial ma-
chmery constituted the biggest element of this decline, 
which was concentrated in manufacturing. Eaihoad in
vestment ia roUing stock and other equipment held up weU 
for the year, although it diminished during the latter half. 
Other transportation industries purchased considerably less 
equipment than in 1948. Agricultural machinery, whUe 
bought in larger dollar amounts last year than in 1948, was 
in reduced demand during the past several quarters. 

Reduced inventory demand 

Last year's inventory Uquidation of $2.3 biUion was in 
marked contrast to the accumulation of $6.5 biUion in 1948. 
By the end of 1948 inventories had been rebuUt after the war 
depletion to a volume about in line with high post-war sales, 
aiid business demand for this purpose dropped. 

Chart 3.—Gross Private Domestic Investment 
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A shift from a situation in which part of current production 
was being used to build up inventories to a situation in which 
part of current demand was satisfied by depletion of them 
occurred rather rapidly, reflecting more cautious buying 
policies adopted by business generally in the face of imcer-
tainties about prices and sales. 

Widespread cut-backs of new orders began in the FaU of 
1948 and continued on an accelerated scale untU February 
of last year. With the time lag involved in altering busi
ness commitments, production was lowered in response to 
smaller orders. As has been pointed out earlier, current 
demand other than for inventory purposes was relatively 
well maintained, and as a consequence the part of produc
tion which went into inventory accumiUation was greatly 
reduced in the first quarter of 1949. In the second quarter, 
a moderate inventory liquidation occurred as production 
was cut below the prevailing rate of total final purchases. 

Maintenance of a high level of final purchases led to an 
increase in business purchasing to a volume in line with 
this sustained final demand. This was evidenced by the 
sharp pick-up of manufacturers' new orders in August and 
September. Despite this firming, production in each of the 
last 2 quarters remained lower than consoUdated business 
sales. This reflected the normal lag in adjusting production 
to demand, as well as special factors interrupting production, 
such as the steel strike. Thus, the drawing down of in
ventories continued, but no fluctuations in net inventory 
purchases comparable to those of the first half of the year 
occurred. 

Liquidation of nonfarm inventories for 1949 as a whole 
occurred mainly in manufacturers' stocks. EetaUers and 
wholesalers reduced their inventories during the first half 
of 1949. In the second half, a further moderate liquidation 
of retaU holdings occtirred, whUe wholesalers more than 
restored their stocks. At the end of the year, trade inven
tories combined were only sUghtly lower in physical volume 
(although much lower in book value) than at the close of 
1948. 

The farm inventory change was minus %Yi bUlion last 
year, as compared -with plus $1K bUlion in 1948. The shift 
in farm holdings reflected an increased physical volume of 
crop marketings, coupled with somewhat lower crop pro
duction. Livestock inventories showed a slight increase. 
I t should be noted that increased price-support acquisitions 
by the Federal Government, which are included in farm 
marketings, were responsible for part of the difference in 
farm inventory movements in the last 2 years. Total 
crop carryovers, inclusive of Government holdings, increased 
further in 1949, although not so sharply as in 1948. 

Foreign Demand and the Role of Government 

Last year's decUne in private domestic purchases of the 
Nation's output was largely offset by expanded purchases of 
the Government sector. The Federal and State and local 
governments absorbed goods and services valued at $43 
biUion in 1949, as compared with $37 biUion the previous 
year. Net foreign investment, the remaining component 
of the gross national product, declined from $2 biUion to 
approximately zero. 

Large-scale financing by the Federal Government of for
eign purchases of American output deprives the conventional 
distinction between "Government purchases" and "net 
foreign investment" of some of its significance, and makes it 
desirable during the postwar years to consider these com
ponents of aggregate demand jointly. For example, a 
shift from loans to grants in financing foreign aid will cause 
an iacrease in Government purchases and an offsetting 
decline in net foreign investment, because foreign grants 
are included in the former category, whereas loan-financed 
exports are reflected in net foreign investment. WhUe such 
a shift would not be without significance, it woiUd not 
necessarily reflect changes either in the flow of goods and 
services or in the basic sources of effective demand, and 
would be misleading if these are the focus of interest. Shifts 
of this type were not substantial from 1948 to 1949, but 
they were in earlier postwar years, and aUowance should 
therefore be made for them. 

This is done in chart 4, which breaks down the sum of the 
conventional classifications of Federal purchases and net 
foreign investment (top panel) to show, first, the net inter
national flow of goods and services—irrespective of the 
source of financing—as distinct from Government purchases 
for domestic purposes (middle panel); and, second, the net 
international flow of goods and services, exclusive of foreign 
aid as distinct from Federal purchases inclusive of all for
eign aid, loans as weU as grants (bottom panel). The last 
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panel is the closest statistical approxinaation to a break-down 
reflecting the basic sources of effective demand, and hence 
is best adapted for analyzhig the fiscal impact of the Federal 
Government. 

Drop in commercial exports 

It is clear from this panel that commerciaUy financed 
foreign demand, aheady far do-wn from earlier postwar 
years by 1948, slackened further last year, especiaUy in the 
latter half. The exceptional volume of exports character
istic of our postwar foreign trade reflected primarUy the 
enormous needs of war-devastated economies abroad, and 

Chart 4.—Break-downs of Federal Government Pur
chases of Goods and Services, and Net Foreign 
Investment 

NOTE.—V. S. Government foreign aid excludes United States subscriptions to capital of 
the International Bank for Reconstruction and Development and the International Mon
etary Fimd, but includes dollar disbursements by these organizations. 
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was supported not only by large-scale assistance from the 
U. S. Government, but by a very heavy dra'wing-do'wn of 
gold and doUar reserves. By 1949, these reserves had ap
proached low levels, and a further shrinkage in the second 
quarter was followed by nearly world-'wide devaluation of 
cm-rencies-in the Fall. As a reflection of these critical de
velopments abroad, there was a large reduction of American 
exports after midyear, with some restoration of foreign 
countries' gold and doUar reserves by the year end. 

Expansion of Government purchases 

The dotted line hi the lowest panel of chart 4 reflects 
Federal Government purchases, inclusive of aU foreign aid. 
I t will be seen that an expansion began early in 1948, and 
that purchases increased through the first half of 1949, 
tapering off thereafter. A few major pro-ams were pri
marUy responsible for this large growth. Chief among them 
were mUitary procurement, foreign aid, and agricultural 
price support activities. 

MUitary expenditures rose rapidly from the thhd quarter 
of 1948 through mid-1949, after which they were stabUized 
by economy measures in the National Military Establish
ment. Foreign aid, relatively lo'w hi the second quarter of 
1948 after exhaustion of the British loan, expanded again 
with initiation of the European Eecovery Program, reaching 
a peak in the second quarter of last year. Farm price 
support outlays for the calendar year exceeded those for 
1948, although on a seasonaUy adjusted annual rate basis 
they did not rise beyond the pre-vious fourth quarter. 
There was also a moderate expansion of public works and 
pay roUs, with increases in both civUian and mUitary pay 
rates contributing to the latter. 

State and local government expenditures advanced 
throughout the year, so that total purchases in 1949 were 
$2 billion above 1948. Prhicipal components of this growth 
were increased compensation of employees and a growing 
volume of school, highway, and other new construction. 

Changes in fiscal position of government 

The influence of government expenditures and receipts 
uponthe economy in the past 2 years was not confined to 
the expansionary force of increased purchases. Other 
expenditures, such as transfer payments, as well as changes 
in government receipts, provided significant support to 
private components of aggregate dema,nd through then-
effects upon individual and corporate incomes. A com
prehensive summary of all these transactions is pro-vdded by 
the course of the government surplus or deficit. 

Federal, State, and local governments together, after 
showing a combined surplus (as measured in the context of 
the national income accounts) of $8^ biUion in 1948, incurred 
a deiicit of $3 bUlion last year. Federal Government com
ponents of this shift are Ulustrated, in broad outline, in 
chart 5. The State and local contribution, not shown in 
the chart, was of lesser magnitude, but reinfoi-ced the 
Federal movement during the past 2 years. 

Some of the changes summarized in the shift from surplus 
to deficit were such as to pro-vide independent stimulus to 
the private economy, whUe others were Itnlved explicitly to a 
fallhig-off of business activity. Only the former type can 
fuUy offset do'svnward trends in the private sector. The 
latter may have a cushioning effect, but can occur only to 
the extent that the declines with which they are associated 
materialize.. 

For example, personal incomes were supported in 1949 by 
a $1 bUlion rise in transfer payments. This rise, however, 
consisted mainly of unemployment insm-ance benefits and 
was predicated entirely upon the actual growth in unemploy
ment. I t eased the impact of the latter upon personal in
comes, but could not entirely replace the ensuing loss of 
wages. Similarly, the faU of $2 biUion in corporate profits 
tax accruals was in response to a decline of book profits. 

On the other hand, a reduction of $2.8 biUion in Federa,! 
personal taxes stemmed mainly from year-end settlement of 
individual income tax liabUities at rates lower than those 
applicable in 1948, and tended to bolster disposable personal 
income independently of influences from other sources. With 
the-exception of price-support operations activated by faUing 



, February 1950 SUEVEY OF CUEEENT BUSINESS 

a Chart 5.—Federal Government Receipts and 
Expenditures ' 
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to State and local governments, net interest paid, and subsidies less current surplus of gov
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Source of data: TJ. S. Department of Commerce, Offlce of Business Economics. 

farm prices, that part of the fiscal shift embodied in expand
ing purchases of goods and services also contributed dhectly 
to private incomes regardless of existing trends in the latter. 

National Income by Industries 

Despite the relative stabUity of the national income from 
1948 to 1949, there were significant shifts in its distribution 
by industrial origin. As shown in table 1, there were sizable 
declines in income originating in agriculture, mining, and 
manufacturing. Marked increases, on the other hand, oc
curred in government and in communications and public 
utUities. Comparatively minor changes were recorded for 
the other industrial divisions. 

T a b l e 1 . — ^ N a t i o n a l I n c o m e b y M a j o r I n d u s t r i a l D i v i s i o n s , 1948 a n d . 
1 9 4 9 1 

[Billions of dollars] 

Item 

All industries, total. 

Agriculture, forestry, and fisheries ., 
Mining - - , 
Contract construction 

Manufacturingj.. 
Wholesale and retail trade 
Finance, insurance, and real estate 

Transportation 
Communications and public utilities 
Services 

Government and Government enterprises. 
Eest of the world , 

1048 

226.2 

22.5 
4.9 

10.2 

68.2 
45.1 
16.7 

12.2 
5.9 

20.0 

20.0 
.5 

1949 

! 221. 5 

17.9 
4.1 

10. .3 

04.6 
45.3 
17.3 

11.8 
6.6 

20.9 

22.3 
.5 

Absolute 
change, 
1948-49 

— 4 . 7 

- 4 . 6 
- . 8 

.1 

- 3 . 6 
. 2 
. 6 

- . 4 
. 7 

2 .3 
0 

Percent
age 

change, 
1948-49 

—2,1 

-20.4 
-17.1 

1.1 

- 6 . 3 
.5 

3.4 

- 3 . 2 
11.3 
4.4 

11.5 
0 

' Components will not necessarily add to totals because of rounding. 
: See footnote 3 to table 2. 
N O T E : Estimates of national income by industrial origin tor the entire 1929-48 period -caa^ 

be obtained from the National Income Supplement to the July 1947 SURVEY or CURBENT 
BTOINESS and the July 1949 SURVEY (National Income Section), table 13. 

Source: U. S. Department of Commerce, Offlce of Business Economies. 

Sharp drop in agricultural income 
The largest decrease, both relative and absolute, was hi 

agi'iculture, where income originating dropped from $22.5 
bUlion to $17.9 bUlion. Farm production ia 1949 was down 
by about 3 percent from 1948, but by far the most important 
factor ia the decluie of agricultural iacome was the drop of 13 
percent in farm prices. The drop was mitigated by large-
scale price-support outlays of the Federal Government.-

The decline ia prices received byfarmers appeared to stem 
primarUy from materialization of a second consecutive year of 
large-volume production, as 1949 output, whUe below 1948, 
remained high in comparison with aU prior years. The 
supplies thus made available, when added to sizable carry
overs of inventories from 1948, were sufficient to exert a 
downward pressure on prices. Some diminution in the 
intensity of consumer demand may also have been present, as 
was a prospective weakeniag of export demand. In fact, 
although agricultural exports increased for the year as a 
whole, in the second half they were far below the exceptional 
amounts sent abroad in the first. 

The proportion of national iacome accruing from agri
culture in 1949 was substantiaUy lower than in the immedi
ately precediag years of high farm prices, but it compared 
favorably with that prevaUiag in the prewar period. It 
should be noted in this connection that depreciation charged 
in the calculation of income originating is on a current-
replacement cost basis for agriculture, but on an original-cost 
basis for other industries. The application of either pro
cedure, on a consistent basis, to all iadustries would raise 
appreciably agriculture's share of the national iacome in 
recent years, when owing to rising prices there was a widening 
gap between replacement cost and original cost. 

Decline in manufacturing 
Among the nonagricultural iadustries, the largest absolute 

decrease occurred in manufacturing, which accounts for 
roughly 30 percent of the national income. Income origuiat-
ing in this iadustry fell by nearly $4 bUlion, or 5 percent. 
This reflected primarUy the direct effects of the 1949 ia-
ventory recession upon manufacturing. This industry is in a 
particularly sensitive position with respect to business 
inventory policies, because it produces the bulk of inventory 
goods held in the economy. Both reduction of output and 
lower prices contributed to the adverse movement of income 
origuaating in manufacturing, although the former was 
considerably the more important factor. 

Apart from manufacturing, the only major nonagricultural 
industries in which income originatiag declined in 1949 were 
the closely aUied mining and transportation groups. The 
disproportionate decliae in the former is traceable mainly to 
coal mining, where output was curtaUed by a prolonged 3-day 
workweek and several w-ork stoppages. In transportation, 
the decrease was accoxmted for by the railroads. Loss of 
iacome normaUy earned in haiUing coal was a significant 
special factor. 

Favorable showing of other industries 

The maintenance or increase of income originating in other 
nonagricultural industries in 1949 was a broad reflection of 
the continued strength of final demand for the Nation's out
put. In trade, services, contract construction, and finance, 
insurance and real estate, 1949 incomes matched or slightly 
exceeded those of the preceding year. In government and ia 
communications and public utUities, relatively large in
creases, about 11 percent, were recorded. Both the Federal 
and the State and local governments contributed to the rise 
of income orighxatiag hi government, which is measm-ed by 
compensation of employees. Continued strong and expand-
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Table 2.—National I n c o m e a n d Product , 1948 a n d 1949' 

[Billions of dollars] 

Item 1948 1949 

Quarterly 

Unadjusted 

I I ni IV 

SeasonaUy adjusted at annual rates 

II III IV 

NATIONAL INCOME BY DISTRIBUTIVE SHARES 

"National income :.: 

Compensation ot employees 
Wages and salaries 

Private 
"Military 
Government civilian 

Supplements to wages and salaries.. 

ProOTietors' and rental income ' . 
Business and professional 
Farm-
Rental income ot persons-

Corporate profits and inventory valuation adjustment.. 
Corporate profits before tax. . 

Corporate profits tax liability 
Corporate profits after tax 

Inventory valuation adjustment 

Net interest 
Addendum: Compensation of general Government employees.. 

GROSS NATIONAL PRODUCT OB EXPENDITURE 

Gross national product 

Personal consumption expenditures.. 
Durable goods 
Nondurable goods 
Services 

Gross private domestic investment 
New construction 
Producers' durable equipment 
Change in business inventories, total. 

Nonfarm only 

Net foreign investment.. 

Government purchases of goods and services.. 
Federal 
Less: Government sales 
State and local 

DISPOSITION OF PERSONAL INCOME 
Persona] income.. 

Less: Personal tax and nontax payments. . 
Federal 
State and local 

Equals: Disposable personal income 
Less: Personal consmnption expenditures. 
Equals: Personal saving.. 

RELATION OF GROSS NATIONAL PRODUCT. NATIONAL INCOME, 
AND PERSONAL INCOME 

Gross national product 

Less: Capital consumption allowances 
Indirect business tax and nontax liability 
Business transfer payments 
Statistical discrepancy 

Plus: Subsidies less current surplus of Government enterprises. 

Equals: National income , 

Less: Corporate profits and inventory valuation adjustment.. 
Contributions for social insurance 
Ejtcess of wage accruals over disbursements 

Plus: Qovermnent transfer payments 
Net interest paid by government 
Dividends -
Business transfer payments 

Equals: Personal income 

226.2 

140.3 
135.3 
116.1 

3.9 
15.2 
5.0 

49.5 
24.5 
18.4 
6.6 

32.6 
34.8 
13.6 
21.2 

- 2 . 2 

3.8 
17.8 

262.4 

178.8 
23.5 

102.2 
53.1 

45.0 
17.9 
20.7 
6.5 
5.1 

1.9 

36.7 
21.5 

.6 
16.8 

211.9 

21.1 
19.0 
2.1 

190.8 
178.8 
12.0 

262.4 

16.7 
20.3 

.6 
- . 3 

.1 

226.2 

32.6 
6.1 
.0 

10.5 
4.4 
7.9 

211.9 

3 221.5 

141.1 
136.6 
114.6 

4.2 
16.8 
5.5 

44.8 
24.0 
14.1 
6.7 

3 31.4 
3 28.8 
3 11.4 
3 17.3 

2.6 

4.2 
19.9 

257.4 

179.4 
24.4 
98.9 
56.1 

34.7 
17.3 
19.7 

- 2 . 3 
- 1 . 8 

• 0 

43.4 
26.8 

.4 
18.0 

209.8 

18.6 
16.2 
2.4 

191.2 
179.4 
11.8 

257.4 

16.8 
21.2 

.6 
- 2 . 5 

.3 

3221.S 

3 31.4 
5.6 
.0 

11.6 
4.7 
8.4 
.6 

209.8 

55.8 

34.9 
33.5 
28.3 
1.0 
4.1 
1.4 

11.8 
6.0 
4.1 
1.7 

8.1 
7.5 
2.9 
4.6 
.5 

LO 
4.9 

63.2 

42.0 
5.0 

23.1 
13.9 

10.4 
3.5 
5.0 
1.9 
1.7 

10.4 
6.4 
.1 

4.1 

52.1 

7.3 
6.6 

.7 
44.8 
42.0 
2.8 

63.2 

4.1 
5.0 
.2 

- L 8 
.1 

65.8 

8.1 
1.5 
.0 

2.8 
1.0 
1.9 
.2 

52.1 

55.2 

35.2 
33.7 
28.5 
1.0 
4.3 
1.4 

11.3 
6.0 
3.6 
1.7 

7.7 
6.6 
2.6 
3.9 
L I 

LO 
5.0 

62.5 

44.5 
5.8 

24.6 
14.0 

6.4 
4.1 
5.0 

- 2 . 7 
- 2 . 6 

11.2 
6.7 
.1 

4.6 

52.5 

3.3 
2.7 
.6 

49.2 
44.5 
4.7 

62.5 

4.2 
6.2 
.2 

- 2 . 2 
.1 

55.2 

7.7 
1.6 

- . ] 
2.9 
L4 
2.0 
.2 

52.5 

SS.3 

35.4 
34.0 
29.1 
1.1 
3.9 
1.4 

10.8 
6.0 
3.1 
1.6 

8.1 
7.3 
2.9 
4.4 
.8 

L I 
4.7 

64.2 

44.1 
6.3 

23.7 
14.1 

9.6 
4.9 
4.9 

- . 2 
.1 

- . 2 

10.7 
6.4 
.2 

4.5 

5L7 

4.4 
3.8 
.6 

47.3 
44.1 
3.2 

4.2 
5.5 
.2 

- . 9 
.1 

55.3 

8.1 
1.4 
.0 

2.9 
1.0 
L9 
.2 

5L7 

0) 

35.7 
34.4 
28.8 
1.1 
4.5 
1.3 

10.9 
6.0 
3.2 
1.7 

0) 
W 
•̂' 

W 
.2 

L I 
5.3 

67.6 

48.7 
7.2 

27.4 
14.2 

8.3 
4.8 
4.8 

- 1 . 3 
- 1 . 1 

ILO 
6.3 
.1 

4.8 

53.6 

3.6 
3.1 
.5 

49.9 
48.7 
L2 

67.6 

4.3 
5.5 
.2 

W 

« 
1.3 
.0 

3.0 
L3 
2.7 
.2 

53.6 

224.7 

141.9 
136.6 
116.1 

4.1 
16.3 
5.4 

47.1 
24.1 
16.4 
6.7 

31.6 
29.4 
11.5 
17.9 
2.2 

4.1 
19.3 

262,0 

178.7 
23.0 

100.4 
55.3 

40.0 
16.8 
20.7 
2.5 
1.9 

1.0 

42.3 
2.5.5 

.3 
17.1 

212.0 

18.6 
IB. 2 
2.4 

193.4 
178.7 
14.8 

262.0 

16.4 
20.6 

.6 

.0 

.3 

224.7 

31.6 
6.6 
.1 

1L2 
4.5 
8.3 

212.0 

220.8 

140.8 
135.4 
114.7 

4.1 
16.6 
6.6 

45.1 
24.1 
14.3 
6.7 

30.7 
26.4 
10.6 
15.8 
4.3 

4.2 
19.6 

257,9 

179.3 
23.6 
99.8 
65.9 

33.2 
16.4 
20.0 

- 3 . 2 
- 2 . 5 

L2 

44.2 
26.7 

.3 
17.8 

210.0 

18.6 
16.2 
2.4 

191.4 
179.3 
12.1 

257.9 

16.9 
21.2 

.6 
- 1 . 3 

.3 

220.8 

30.7 
5.6 

- . 3 
U.7 
4.6 
8.2 
.6 

210.0 

220.7 

141.1 
136.6 
114.4 

4.2 
16.9 
5.6 

43.1 
24.0 
12.6 
6.6 

32.3 
28.9 
1L4 
17.5 
3.3 

4.2 
20.1 

254.6 

179.7 
25.7 
97.6 
66.6 

32.1 
17.4 
19.6 

- 5 . 0 
- 4 . 0 

- . 3 

43.2 
25.8 

18.2 

208.2 

18.6 
16.2 
2.4 

189.5 
179.7 

9.8 

254.6 

16.9 
2L8 

.6 
- 5 . 0 

.3 

220.7 

32.3 
5.6 
.0 

1L9 
4.7 
8.1 
.6 

208.2 

140.9 
135.3 
113.5 

4.5 
17.3 
6.6 

43.7 
24.0 
12.9 
6.8 

(<) 
(<) 
(') 
W 

4.3 
20.7 

255.2 

179.8 
25.2 
97.7 
56.9 

33.7 
18.7 
18.7 

- 3 . 7 
- 2 . 8 

- 2 . 0 

43.7 
25.2 

.2 
18.8 

209.3 

18.6 
16.1 
2.5 

190.7 
179.8 
10.8 

25.';. 2 

17.2 
2L4 

.6 
W 

.3 

W 

<*> = 
."i.e 
.0 

1L8 
4.7 
8.9 
.6 

209.3 

• Detail will not necessarily add to totals because of rounding. 
»Includes noncorporate inventory valuation adjustment. 
3 Data for estimating fourth^iuarter corporate profits are not yet available. In order to arrive at national income and corporate profits for the year, corporate profits for the fourth quarter 

were obtained arbitrarily through averaging the results derived by holding constant, first, third-quarter corporate profits before tax, and second, third-quarter corporate profits and inventory 
valuation adjustment. It is believed that annual totals calculated on this basis will be sufficiently accurate for general purposes. 

• Not available. 
Nets .—Data for prior years are published in the July 1949 SURVEY OP CUEBENT BVSINESS and in the National Income Supplement to the July 1947 SURVEY. 

Source: U. S. Department of Commerce, Office of Business Economics. 
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I ing demand for their services underlay the advance hi the 
I communications and public utiUty industries. Despite this 
I improvement, the share of national income earned in these 

industries hi 1949 was smaUer than hi prewar years. 

Distributive Shares of National Income 

The changes in the distributive shares of national income 
from 1948 to 1949 were almost enthely the byproduct of in
dustrial developments, rather than of independent move
ments among the distributive shares as such. 

Employee compensation stable 
Total compensation of employees, which accounts for 

nearly two-thirds of the national income, was vhtuaUy 
xmchanged from 1948 to 1949. Its composition, however, 
was altered considerably, and a moderate downward trend 
was apparent ia the first half of last year. 

Private wages and salaries were about $1% bUlion lower 
than in 1948. This smaU decline stemmed from reduced 
employment and, in lesser degree, from a slightly shorter 
average workweek. Eoughly three-fifths of the total re
duction in man-hours, however, was offset by moderate, but 

'; fahly general, increases in average hourly rates of pay. 
The drop in private wages and salaries in 1949 was materi

ally greater from the high rates of late 1948 than on an annual 
average basis. I t was concentrated in the first haM of the 
year, nowever, and confined largely to manufacturing pay 
roUs. As early as May, sUght monthly advances began to 
show up in nondurable-goods iadustries, although the faUing 
trend for manufacturing as a whole continued at a reduced 
rate through midsummer. By August, the decrease of 
durable-goods factory pay roUs was halted, and during the 
remaiader of the year stabUity prevaUed, except for the 
effects of the steel strike. 

Steady increases hi wages and salaries of government 
employees duriag 1949 sufficed to counterbalance most of the 
decline in the private sector. These movements, however, 
were not large enough to obscure the predominance of factory 
pay rolls in the quarterly pattern of total wages and salaries. 

Nonfarm proprietors' income well maintained 
The proprietors' and rental income share embraces groups 

whose 1949 experience diverged widely. Business and 
professional earnings and rental income of persons were 
generaUy weU maintaiaed. Because of the preponderance 
of the corporate form of organization hi mamifacturhig, the 
year's developments in that industry had little dhect impact 
upon total proprietors' iacome. Factory proprietors sus
tained a relatively large loss of earnings, as might be ex
pected, but this did not figure heavUy in the total. 

Nearly aU of the decline in total proprietors' and rental 
income occurred in the income of farm proprietors. The 
substantial reduction in farm proprietors' net income—from 
$18.4 biUion to $14.1 biUion—was the principal change hi the 
distributive shares of national income from 1948 to 1949. 

Net income of farmers declined steadUy throughout the 
quarters of 1949. The accuracy of the general downward 

movement, which was a byproduct largely of falling prices, 
is not in doubt; but precision shoidd not be attached to the 
exact quarterly changes. Because of the discontinuous 
character of farm production, seasonal adjustments are 
difficult in this area; and special problems are encountered 
in measuring the inventory component of farm income on a 
less-than-annual basis. 

Change in corporate profits share slight 

Information on corporate profits in 1949 is at present con
fined to published reports for the first 3 quarters of the year, 
as reviewed in last month's issue of the STTEVET. However, 
a fahly adequate basis for comparison with the previous year 
is provided by the estimates for the first 3 quarters in com
bination with an arbitrary assumption about the fourth, as 
described hi footnote 3 to table 2. I t is believed that totals 
yielded by this assumption wUl be near enough to the final 
estimates for most general purposes. 

The corporate profits component of national income— 
"corporate profits and inventory valuation adjustment"— 
was an estimated $31.4 biUion in 1949, as compared with 
$32.6 biUion in the preceding year. The decline in this 
measure of corporate earnings was very much less than that 
shown by "corporate profits before tax". The sizable drop 
in the latter measure, from $34.8 bilUon to $28.8 biUion, 
reflected very largely the predominant corporate practice of 
charging inventories to cost of sales in terms of prior-period 
prices, rather than current replacement prices. 

In 1948, when prices were rising, the replacement cost of 
inventories used in production exceeded the reported "book" 
cost; and the opposite was true in 1949, when the course of 
prices was downward. The "inventory valuation adjust
ment"—the difference between the book cost and the current 
replacement cost of inventories used in production—is added 
to reported profits before tax in order to eliminate inventory 
profits and losses and thus secure a measure of earnings 
from current production appropriate for inclusion in the 
national income. 

The sharp difference between the two profit series helps 
to explain one striking aspect of corporate financial policy 
in 1949—the steady flow of dividend disbursements in the 
face of the apparent substantial decline in total profits. Not 
only were corporate profits including the valuation adjust
ment weU maintained in 1949 on a before-tax basis, but they 
actuaUy increased on an after-tax basis. Tax liabUities 
declined by more than $2 biUion because of the substantial 
drop in book profits, on which they are based. 

Accordingly, after account is taken of reduced doUar re-
quhements for inventory replacement and for income taxes, 
corporate profits avaUable for distribution and reinvestment 
actuaUy were higher hi 1949 than in the previous year. In 
addition to these, other factors—such as diminished invest
ment needs ia many industries and the imusuaUy low pro
portion of dividend distribution throughout the war and in 
the postwar periods, when capital outlays by bushiess for 
expansion created extraordinary demands for investment 
funds—undoubtedly contributed to the maintenance of 
dividend disbursements in 1949. 

870009—50 2 
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The Trend of Prices 

February 1950 

P E I C E S decliaed modera,tely in 1949, in contrast with the 
inflationary upswing in progress from the end of the war 
through the late summer of 1948. The reversal in movement 
reflected the passing of widespread scarcities typical of the 
earlier postwar period and the adjustment in busiaess invest
ment and production Which characterized the year. Though 
the reduction in prices had important repercussions upon 
the economy—and especiaUy upon the purchasing policies 
of business—^it achieved no great momentum during the year 
and, in fact,.left some sectors of the price system entirely 
unaffected. OveraU, wholesale prices declined by less than 
7. percent from the end of 1948 to the end of 1949. Consumer 
prices were down by 2 percent. 

In industrial markets the downtrend was halted in July 
and was foUowed by stabUity as business purchasing and 
industrial production improved. Farm and food prices 
yielded ground throughout the year, but at a graduaUy 
retarded rate. Among consumers' prices, moderately rising 
rents and services neariy offset reductions for most commod
ities. 

Limiting the price declines through the year were the 
firmness in demand of final consumers, the heavy support 
for farm products provided by the Government, and the 
stabUity of important elements in the cost structure of the 
majority of industrial goods. Labor costs were buttressed 
by higher wage rates and larger contributions to pension 
and welfare funds which served to counteract sayings accrued 
from improved productivity and reduced overtime. Trans
portation costs were higher and overhead costs of business, 
including rent, were marked by little or no change. 

The scattering of adjustments in the Nation's markets— 
Ulustrated by the wide variety in the dates of price peaks 
by type of commodity, shown in table 3—was another factor 
which may have minimized the amplitude of the downswing. 

Table 3.—Changes i n Wholesale a n d Consumer Prices 

Item 

Wholesale prices (1926=100) 

other than farm products 
and foods 

Hides and leather prod-

. Textile products 
Fuel and lighting ma-

Metals and metal prod-

Building materials 
Chemicals and allied 

products 
Housefumishings goods. 
Miscellaneous 

Consumer prices (1935-39= 
100) 

Food 

Fuel,_ electricity, and 

Rent 
Miscellaneous 

1939 

77.1 

65.3 
70.4 

81.3 

95.6 
69.7 

73.1 

94.4 
90.6 

76.0 
86.3 
74.8 

99.4 

95.2 
100.6 

99.0 
101.3 
104.3 
100.7 

Postwar peak 

169.8 (Aug. 1948) 

199.2 (Jan. 1948) 
189.8 (Aug. 1948) 

163.6 (Sept. 1948) 

203.4 (Dec. 1947) 
162.1 (May 1948) 

137.6 (Nov. 1948) 

175.5 (Feb. 1949) 
204.1 (Sept. 1948) 

137.5 (A-pr. 1948) 
148.8 (Jan. 1949) 
123.6 (Jan. 1948) 

174.5 (Aug. 1948) 

216.8 (July 1948) 
201.6 (Oct. 1948) 

139.7 (Dee. 1949) 
198.8 (Oct. 1948) 
122.2 (Dec. 1949) 
156.5 (Dec. 1949) 

De
cem
ber 
1948 

162.4 

177.3 
170.2 

163.1 

185.3 
146.7 

137.2 

173.8 
202.2 

131.1 
148.4 
118.5 

17L4 

205.0 
200.4 

137.8 
198.6 
119.6 
154.0 

De
cem
ber 
1949 

15L3 

165.3 
156.7 

145.5 

179.9 
138.4 

130.8 

167.8 
190.3 

115:3 
144.1 
110.7 

167.6 

197.3 
185.8 

139.7 
185.4 
122.2 
165.5 

Percent change 

1939 
to 

post
war 
peak 

-1-120.2 

-f 206.1 
-1-169.6 

-1-88.9 

-1-112.8 
-1-118.2 

-1-88.2 

-f-85.9 
-1-125. 5 

H-80.9 
-1-72.4 
-1-65.2 

-f76.6 

-t-127.7 
-1-100.6 

-f4Ll 
4-96.2 
-fl7.2 
-1-54.4 

Post
war 
peak 

to 
De

cem
ber 
1949 

-10.9 

-22.0 
-18.0 

- 5 . 3 

- n . 6 
- 9 . 0 

- 4 . 9 

- 4 . 4 
- 6 . 8 

-16.1 
- 3 . 2 

-10.4 

- 4 . 0 

- 9 . 0 
- 7 . 8 

0 
- 6 . 7 

0 
0 

De
cem
ber 
1948 
to 

De
cem
ber 
1949 

- 6 . 8 

—12.4 
—8.5 

- 6 . 0 

—2.9 
- 6 . 7 

- 4 . 7 

- 3 . 6 
- 6 . 9 

-12.1 
- 2 . 9 
- 6 . 8 

- 2 . 3 

—3.8 
—7.3 

-1-1.4 
- 6 . 6 
-1-2.3 
-fLO 

Changing structure of prices 
Accompanying the modest decline in the general level of 

prices, however, was a pronounced alteration in their internal 
structure. EssentiaUy, this adjustment mirrored the re
alignment of market forces as the abnormal relations between 
demand and _ supply characteristic of the postwar period 
were replaced by more balanced conditions. Typically 
sensitive prices, which had increased sharply because of 
strong inflationary pressures in earlier years, moved closer 
to the general level in 1949. Foremost among these, as 
depicted in chart 6, were farm prices which had advanced 
more than any other major group throughout the war period— 
and also in the postwar years under the impetus of the 
world food crisis. 

Chart 6.—Wholesale Prices 
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Source: U. S. Department of Commerce, Offlce of Business Economics, from data of XJ. S. 
Department of Labor, Bureau of Labor Statistics. 

Source of data: U. S. Department of Labor, Bureau of Labor Statistics. 

Other highly sensitive prices which had advanced most 
during the inflationary rise such as nonferrous metals, scrap 
steel, wood pulp, hides, fats and oUs and petroleum products, 
likewise declined materiaUy. Many of these raw and semi-
manufactm'ed material prices remained high—and later in 
the year some regained part of the ground they had lost— 
but in general these movements tended to restore relation
ships among prices more in line with those prevaUing in 
prewar years. 

Limited reductions in industrial markets 
The downtrend in industrial prices was not only shortUved 

—endiag in July, as noted above—^but it affected less than 
half of aU industrial prices. This is shown in table 4 which 
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I presents a distribution of changes for 777 prices included in 
I the Bureau of Labor Statistics' wholesale price index. 
I In August 1949, 53 percent of aU commodities, excludhig 
¥ farm products and foods, were unchanged from, or were 
f actuaUy higher than, the quotations prevaiUng in August 
' 1948 when the over-aU index was at its peak. At iihe same 

time, an additional 4 percent of these commodities were 
less than 2 percent below the August 1948 pricjes. On the 
average, hidustrial prices were down during this period by 
somewhat more than 5 percent, and remained generaUy 
stable from this point to the end of the year. 
Table 4.—^Distribution of Percent Changes in Wholesale Prices 

August 1948 to August 1949 

Amount ol percent change 

Total 

Freceiit increases: 
0.1-1.9 2-4.9 
5-9.9 
10-14.9 
15-19.9 

Percent decreases: 
0.1-L 9 
2-4.9 
6-9.9 
10-14.9 
15-19.9 

Farm products and 
foods 

Number of 
commodi

ties 

138 

6 
6 

14 
6 
1 
6 

38 

10 

2 
13 
20 
14 
8 

33 

90 

Percent of 
total 

100.0 

4.4 
3.6 

10.1 
4.4 
.7 

4.4 

27.6 

7.2 

L6 
9.4 

14.5 
10.1 
5.8: 

23.9 

65.2 

Commodities other 
than farm products 

and foods 

Number of 
commodi

ties 

639 

41 
51 
67 
22 
9 
9 

199 

139 

26 
67 
64 
61 
44 
60 

301 

Percent of 
total 

100.0 

6.4 
8.0 

10.5 
3.4 
L4 
1.4 

31.1 

2L8 

3.9 
8.0 

10.0 
8.0 
6.9 
9.4 

47.1 

Source: U. S. Department of Commerce, Office of Business Economics, from data of U. S. 
Department of Labor, Bureau of Labor Statistics. 

Included among the stable or rising group of prices were 
; such important commodities as steel, automobiles, tractors 
; and other farm machinery, heavy chemicals and construction 
I materials such as brick, tUe, and plumbiag and heating 
i equipment. Together, the commodities in this group shared 
. one or more of the foUowing three characteristics: (1) demand 
i was sustained at a high rate throughout the period of ad-
: justment, as in the case of automobUes, cement and certain 
• other types of buUding materials; (2) price hicreases from 
: prewar through 1948 were appreciably smaUer than the 

correspondiag rise in the general price level, as in the case 
of steel, many chemicals and most utUity rates; (3) prices 
are typically sluggish and unlikely to change materially 

, except under the influence of a revision in the demand or 
cost situation which is both large and enduring, as in the 

\ case of farm machinery. 

\ Competition increasing 
". I t should be noted, however, that stable price quotations 
; in 1949 were in some cases coupled with trimming of extra 
; charges, increases in discounts or improvements in (juality, 
: all of which reflected the growing pressure of competition and 
: resulted in some reduction in actual net costs to purchasers. 
i There was in addition, particularly among consumer goods 
] such as washiag machines, some lines of men's apparel, 
j television sets and vacuum cleaners, a more abundant 
I supply of medium and low-end items which hi 1948 were 
j produced ia only limited volume if at all. 

i Farm prices weaken 

I For farm products and foods, the average decline as well as 
i the proportion of reductions was substantially greater than 

for hidustrial commodities. As in(Ucated in table 4, 63 
percent of aU such commocUties were more than 2 percent 
lower in August 1949 than in August 1948, and in 40 percent 
of aU cases the reductions amounted to more than 10 per
cent. 'The weighted average of farm and food prices de
clined 15 percent in this period and in contrast to the in
dustrial segment, the downward trend persisted, though at 
a diminished rate, in the last 4 months of the year. 

Chart 7.—Consumers' Prices 
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' Data are available only for March, June, August, and September ot 1946. 
Source of data; V. S. Department ot Labor, Bureau of Labor Statistics. 

WhUe these declines represented a considerable adjust
ment from the extraordinary supply-demand conditions pre
vaUing in the earlier postwar period, even at the end of 1949 
farm and food prices were high ia relation to those for other 
commodities when compared with the prewar situation in 
either 1939 or 1926, as sho%vn below: < 

'' Percent Increase in Wholesale Prices 

Item 

Farm products .•_ . 
Foods 
Commodities, other than farm products and foods 

December 1926 
to 

December 1949 

63.6 
64.8 
48.5 

December 1939 
to 

December 1949 

129.7 
116.6 
73.4 
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Chart 8.—Retail Prices of Foods Derived From Domestic 
Farm Products: Actual and Calculated 

INDEX, 1935-39=100 
2 5 0 

2 0 0 

15Q 

100 

5 0 

0 

/ " 

^ACTUAL . .• ' / 

'^CALCULATED^ 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 t t 1 1 1 1 1 t 1 I 1 
.1922 24 26 28 30 32 34 36 38 40 42 44 46 48 

U S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS SO-34 

' Calculated from a linear least squares regression of the logarithms of retail food prices 
on the logarithms of prices received by farmers for the equivalent physical quantities of foods 
sold at retail, adjusted for the lag in retail prices, for the years 1922-41. 

Sources: Basin data, U. S. Department of Agriculture, Bureau of Agricultural Economics: 
indexes for Actual and Calculated, U. S. Department of Commerce, Office of Business 
Economics. 

Small reduction in living costs 
In the aggregate, living costs were influenced only modestly 

by the 1949 adjustment hi wholesale prices. The over-all 
reduction was 2 percent, though some further saving to con
sumers resiUted from quality improvements and the greater 
avaUabUity of low-end items noted above. Eents moved 
upward slowly over the year, as controls were relaxed in 
many areas of the Nation. Persistently strong demand 
maintaiaed prices of almost all services, of automobUes and 
certain other durables, and of most pharmaceuticals. 

Some slackening in demand was reflected in the declines 
of about 7 percent in prices of apparel and housefumishings, 

depicted in chart 7. Contributiag to these reductions 
were lower material costs and also the vhtual elimination of 
backlog demands for radios and such electrical appliances 
as vacuum cleaners. Furniture prices were also depressed 
by a lag in expenditures early in the year, but in this case 
there was a subsequent firming associated with the rise in 
residential building. 

Relationship between retail food and 
farm food prices 
Food costs were only moderately lower—^by about 4 per

cent— în December 1949 as compared with December 1948. 
When appraised on the basis of historical performance, 
however, this declhie was approximately in line with the 15 
percent reduction in prices of food at the farm. Changes 
in retaU prices normally foUow farm prices only after a lag, 
and the amplitude of variation is usuaUy smaller because 
of the sluggishness of distribution and processing costs. 

The closeness of the relationship between retaU and farm 
prices of food—and the consistency of behavior in this re
spect duruig 1949—is illustrated in chart 8. The calculated 
line depicts the cost of food to consumers as derived from the 
average relationship between comparable retaU and farm 
prices duriag the years 1922 through 1941. The near coinci
dence of actual and calculated lines—except for the war 
years when price controls limited distributive margins--
suggests the high degree of consistency with which this 
historical relationship has been followed. 

Devaluation has minor effects 
Except for shortUved fluctuations in prices of inter-

nationaUy traded raw materials, in the short period from 
September through the end of the year, the domestic price 
level was little affected by the devaluation of foreign cur
rencies by Great Britain and 29 other nations in September 
and October. Domestic demand remained the dominant 
factor determining prices of most imported commodities, 
consumed in large quantities in the United States, with the 
major exception of coffee which rose on indications of crop 
damage in BrazU. As described in the chapter on foreign 
trade, adjustments in international prices are stiU in progress 
and it is as yet too early to evaluate the impact of revisions 
in exchange rates upon the competitive positions of the 
nations affected. 

Industrial Production 

1 HE adjustment in business activity in 1949 was reflected 
more directly in the manufacturing and miniag segment than 
in any other major area of economic activity except agri
culture. Total hidustrial production, which reached a peak 
rate in the fourth quarter of 1948, was reduced significantly 
through the early summer of 1949 and recovered partiaUy 
thereafter. 

Existing data representing the course of total industrial 
production do not provide exact measures of actual changes in 
output of aU of the various iadustries. An analysis of the 
production data of the Board of Governors of the Federal 
Eeserve System and of the data on the value of manufac
turers' sales of the Office of Bushiess Economics, adjusted to 
a production basis and for price changes, indicates that for 
the year 1549 as a whole the decline in total industrial pro
duction was moderate, about 5 percent below the record 
peacetime volume of 1948. 

The cut-backs were fairly widespread by iadustries and 
were much sharper for the durable-goods group than the 

nondurables. AutomobUes provided a major exception to 
the trend, as consumers continued to purchase cars in quan
tities limited during most of the year only by the industry's 
capacity to produce. 

The reduced industrial output which in many cases was 
below sales was primarUy due to: (1) The more cautious pur
chasing policy adopted by business in general during the 
year, so that whUe part of the production in 1948 went for 
additions to inventories, this was not the case in 1949, and 
(2) a reduction in demand for producers' durable goods in 
line with the reduction of business capital outlays. Manu
facturers' doUar sales—part of which were made from in
ventory in 1949 in contrast to 1948 when all were made from 
current production—were only 6 percent below 1948 and 
about half of this reduction was due to lower prices. The 
partial recovery in production which occurred in the last 5 
months of the year reflected the maintenance at a high 
level of final, demand. 

In contrast to previous postwar years there were no pro-
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nounced raw material shortages, and no problem of fiUing 
distributive pipe lines. Only in automobUes did production 
problems still retard the attainment of peak output, and 
in this case the volume of production exceeded the previous 
high of 1929. 

Greatest declines in durable goods 
The sharpest decline hi manufacturing activity during 

1949 was in the heavy-goods industries, which were affected 
by both the inventory adjustment and the slackening in 
demand for producers' durable good,s. 

The effect of the decline in business outlays for capital 
equipment was evident in the production trends of almost 
aU producers' durables, including especiaUy machine tools, 
most types of industrial machinery, transportation equip
ment, mining and oU-weU equipment, and integral and 
fractional horsepower motors. Over the year, declines in 
the value of manufacturers' shipments for these commodi
ties ranged from 14 to wcU over 25 percent. Notable ex
ceptions to the general downward trend were heavy electrical 
equipment, reflecting the continued expansion in investment 
by electric utUities, and heavy construction machinery 
which mirrored the record volume of buUding activity. 

'The magnitude of the reduction in selected segments of 
the transportation equipment industry is depicted in chart 9. 

In the case of freight cars, the precipitous faU in monthly 
shipments from the peak rate of 12,600 cars hi March to 
3,400 hi December foUowed the sharp reduction in new 
orders placed by raUroads durihg the year. WhUe output 
for the year as a whole remained high, bacldogs were reduced 
from 107,000 units a t the beginning of 1949 to 12,500 at the 
end of December, the lowest hi the postwar period. 

All of the drop in truck production in 1949—^from around 
1.4 miUion to 1.1 mUUon—occurred in the middle-weight 
and heavy duty classifications where volume in the two 
preceding years was a t an exceptionaUy high rate. Lower 
agricultural incomes as weU as diminished bacldogs were 
reflected in a substantial reduction in output of tractors for 
farm use. 

Steel reflects adjustment 
The over-aU reduction in activity in the durable-good& 

industries was reflected in the operation of the Nation's 
steel mUls in 1949. FoUowing a high first quarter in which 
output totaled a record 24 mUlion tons of steel ingot and 
castings, production moved sharply downward in line with. 
the behavior of the principal consuming industries, except 
automobUes and construction. At the low pohit in July 
the weekly ingot rate was 61 percent of rated capacity 
compared with over 100 percent of capacity earlier in the year. 

Char t9 .—Product ion of Selected Durable a n d Nondurable Manufac tured Products ^ 
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' Data represent production or shipments. 
^ Data represent only shipments reported by members of the association. 
' Include radio and radio-phonograph combinations. Data represent approximately 100 percent of the mdustry based upon monthly production reported by members of the 

association. 
' Include wheel and tracklaying types, but excludes garden type. 

S Sources of data: Passenger cars and trucks, Automobile Manufacturers Association; tires, Rubber Manufacturers Association; refrigerators. National Electrical Manufacturers Associa-
% tion; washing machines, American Washer and Ironer Manufacturers Association; television receivers. Radio Manufacturers Association; freight cars, American Railway Car Institute; 
I tnmtors. Implement and Traclor, Implement Trade Journal Company; hosiery. National Association of Hosiery Manufacturers; shoes, U. S. Department of Commerce, Bureau of the 
j Ceilsu?; paper, American Paper and Pulp Association; refined petroleum products, XT. S. Department of the Interior, Bureau of Mines. 
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The subsequent recovery was interrupted by the work 
stoppage in October, but in December output was pushed 
to an average of 95 percent of rated capacity to meet the 
rising backlog of new orders accumulated during the strike. 
For the year as a whole, production of steel ingots and cast-
higs aggregated 77.9 miUion tons, about 12 percent below 
1948. 

Nondurable goods reflect steady demand 
In the nondurable-goods segment production in 1949 was 

considerably more stable. In clothing and food lines, 
demand w:as weU maintained during the year and sorae 
price reductions from the high 1948 levels helped to sustain 
the volume of consumption. In other Unes producing finished 
goods, such as shoes and tobacco, output was typically 
stable. 

Activity in industries produciag semifinished _ commodi
ties, however, reflected the general adjustment of inventories 
which retarded output especiaUy during the first 7 months 
of the year. Lines particularly affected included textUe 
fabrics and paper, which declined by nearly 25 percent and 
15 percent, respectively, to the midsummer low. Never
theless, subsequent recovery was swift and by December 
output was as high as, or higher than, ia 1948. In petroleum 
products—shown hi chart 9—plentifiU suppUes of home 
heating oUs carried over from the previous year remained 
a depressing influence, and even with the increase in output 
of refined products in the second half of the year the produc
tion rate at year end was stiU below that of a year ago. 

Consumer goods output high 
The record output of passenger cars more than offset the 

declines from 1948 peaks ia most other consumer durables. 
Aided, except at the year end, by adequate supphes of steel 
for the first time shice the end of the war, the industry 
roUed out over 5.1 miUion passenger cars in 1949, about 1.2 
mUUon more than in 1948 and weU over "500,000 above the 
previous record number produced in 1929. The sharp 
decline in assemblies in November and December, depicted in 
the chart, was due in large measure to model change-overs as 
weU as to the effects of the work stoppage in steel. 

"With backlog demands in most cases materiaUy reduced, 
production dedines of major electrical appUances, outside 
the new and growing television industry, ranged from 7 to 
nearly 35 percent below volumes of the previous year. With 
the exception of radios, however, output exceeded the 1941 
rate by a considerable margia as shown in the table below: 

Percent Change in Production of Electrical Appliances 

Appliance 

Electric refrigerators — 
Washing machines -
Vacuum cleaners..-
Electric ranges —-
Electric water heaters 
Radios, including phonograph combinations.. 
Television receivers .^^^^^-^^----; ;--^ 

1948 to 1949 

- 7 
- 3 0 
- 1 4 
- 3 4 
- 3 3 
- 3 4 

+180 

I t is notable that the reduction in output of refrigerators 
was relatively modest and attributable in the main to the 
material shortage in the final quarter of the year following 
the work stoppage in steel mUIs. Of additional interest is 
the pick-up in shipments of washing machines late in the 
year—depicted in chart 9 stimulated by the hitroduction 
of lower priced models as weU as the completion of a record 
number of new dwelling units. 

Smaller decline in manufacturers' sales 

The total dollar value of manufacturers' sales in 1949 was 
$213 biUion, 6 percent below the peak of $228 bUlion in 

1948, as shown in table 5. A large part of the drop in sales 
reflected lower prices and when adjusted for price changes the 
decline hi sales was less than that in output. 

DoUar sales of the durable- and nondurable-goods indus
tries were lowered in the same proportion, with the sharper 
physical output decliae ia durables roughly balanced by the 
more extensive price cuts for nondurable goods. Movements 
ia sales of each group throughout the year were simUar to 
those of total sales, but in the soft-goods lines the post-
summer pick-up was somewhat stronger. 

Table 5.—^Value of Manufacturers ' Sales 

[Millions of dollars] 

Industry 

All manufacturing 

Durable-goods industries, total 

Iron, steel, and products 
Nonferrous metals and products. 
Electrical machinery and equipment 
Machinery, except electrical 
Automobiles and equipment 

Transportation equipment, except autorao 
biles 

Lumber and timber basic products 
Furniture and finished lumber products 
Stone, clay, and glass products 
other durable-goods industries 

Nondurable-goods industries, total 

Food and kindred products 
Beverages „ 
Tobacco manufaotmres 
Textile-mill products — 
Apparel and related products 
Leather and products 

Paper and allied products 
Printing and publishing-. _ 
Chemicals and allied products— 
Petroleum and coal products 
Rubber products -
other nondurable-goods industries-

1939 

61,340 

22,454 

6,079 
1,726 
1,861 
3,571 
3,578 

865 
. 1,154 
1,385 
1,563 

672 

38,886 

11, 253 
1,842 
1,334 
4,020 
3,202 
1,318 

1,785 
2,512 
4,339 
5,266 
1,072 

943 

1947 

205,105 

82,597 

20,615 
6,639 
8,772 

13, 645 
11, 540 

3,711 
4,628 
4,598 
3,973 
4,575 

122,508 

36,590 
,5,914 
3,026 

13,246 
11, 293 
4,279 

6,234 
6,301 

13, 608 
15,052 
3,517 
3,503 

194S 

228,008 

94,713 

24,134 
7,368 
9,493 

15,278 
13,827 

4,859 
5,478 
4,917 
4,493 
4,865 

133,295 

37,588 
6,161 
3,302 

14,697 
12,474 
3,848 

6,622 
6,711 

14,626 
20,140 
3,505 
3,623 

1949 p 

213,400 

89,100 

21, 200 
6,300 
8,800 
13,900 
16,400 

5,200 
4,800 
3,900 
4,400 
4,100 

124,300 

.35,100 
7,200 
3,300 . 

12,400 
10,300 
3,400 

6,400 
7,000 

13,900 
18,800 
3,200 
3,500 

" Preliminary. 

Source: U. S. Department of Commerce, Offlce of Business Economics. 

Total sales of the non-durable-goods industries in 1949 
were $124 bUlion compared with $133 bUlion in 1948. All 
industries within the group, except beverages, tobacco, and 
printing and publishmg, reported a lower value of goods 
shipped than in the previous year. The largest declines— 
each in excess of 10 percent—occurred in textUe, apparel, and 
leather. 

Durable-goods sales totaled $89 bUlion. Increases over 
1948 sales approached 20 percent for motor vehicles and 10 
percent for other transportation equipment—^with ahcraft 
showing the major increase in the latter group. AU other 
groups declined. 

Order backlogs decline in 1949 

Orders placed for manufactured goods, where orders are 
not measured by sales, were smaUer than sales in 1949—the 

Table 6.—Ratios of Manufacturers ' New Orders to Sales 

Item 

All manufacturing -

Nondurable-goods industries -

Durable-goods indiastries -

Iron, steel, and products 
Nonferrous metals and products 
Electrical machinery and equipment 
Machinery, except electrical 
Transportation equipment, except autos, 

• Other durable-goods industries 

First Second 
half half 

0.99 

.99 

1.01 
.96 
.94 
.93 

1.32 

0.S8 

.97 

.97 
1.00 
.87 

1.02 
1.00 

1949 

First Second 
half half 

0.93 

.98 

.90 

.91 

.80 

.50 

.92 

1.00 

1.01 

1.00 
1.05 
-.98 

.8S 

.70 
1.02 

Source: U. S. Department ot Commerce, Offlce of Business Economics. 
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difference representing a reduction in the backlog of orders on 
hand at the end of the year. In 1948, new orders had been 
closely m liae with sales, but late hi that year incoming 
busiaess began to decline more rapidly than sales (see table 
6). The disparity widened during the first half of 1949. 
After mid-year the trend reversed and orders in the aggre
gate were equal to sales in the second half. 

Among the durable-goods industries the improvement in 
the order-sales relationships during the second half of 1949 
was sizable. For each of the industries in this group, except 
in the cases of general machinery and railroad equipment, 

new orders in the second half of 1949 were about hi line with 
sales. However, as a result of the unfavorable first ha,lf 
backlogs on the average were reduced by one-fourth during 
1949 and unfiUed orders of durables amounted to 2% months 
of sales at the end of the year as compared with 3 months 
in December 1948. The ratio of unfiUed orders to sales 
remained somewhat higher than it was prior to the war. 

In the nondurable-goods industries, the relative impor
tance of unfiUed orders is typically of much less significance, 
and fluctuations in the volume of sales foUowed movements 
in new orders closely throughout the year. 

Agricultural Production and Income 
F A E M production in 1949 was again near the peak rate 

attained hi the preceding year, but farm income moved 
downward prhnarUy as a result of the effect upon prices of 
accumulatiag supplies and some decliae in foreim demand. 
Agricultural prices, which had been consistently above parity 
with nonagricultural prices since 1942, averaged 100 percent 
of parity for the year 1949 and were 5 percent below parity 
hi December on the revised basis for calculation recently 
adopted by the Department of Agriculture. 

New farm legislation during the year provided higher 
support prices for "basic" commodities in 1950 than those 
previously scheduled to go into effect and changed the com
putation of parity in such a manner that many of the principal 
"non-basic" commodities now have higher parity prices. 

Although stocks of agricultural commodities are not yet 
burdensome, production has been runiung in excess of con
sumption since the world food crisis of 2 years ago. A sub
stantial proportion of this output has been acquired by the 
government as a means of supporting prices. As a part of 
the price support program, production controls were an
nounced for aU basic commodities by the year end. 

The year 1949 thus represented the last of a, series of years 
beginning in 1942 in which production with the major 
exception of tobacco was substantiaUy free of governmental 
control measures. Farmers planted the largest crop acreage 
in 15 years and expanded livestock production for the first 
time since the war. With somewhat less favorable weather 
than ia 1948, however, jdelds per acre and total crop pro
duction were lower than in 1948, but both were higher than 
in any other year. 

Although few crops were of record size in 1949, output of 
most of the principal crops iacluding cotton, com, wheat, 
oats, and soybeans was weU above average. Of this group, 
however, only cotton exceeded the harvest of a year earlier. 
A total of 16 mUlion bales was ghmed—the largest crop 
smce 1937. 

Shift in farm output 
The composition of farm output hi each of the past 2 years 

was very simUar, but this pattern represents an important 
shift from that prevaUing in the late war and early postwar 
period. Expanded crop production in 1948 and 1949 more 
than offset a reduction in livestock output from other recent 
years. Furthermore, the crop expansion was in nonfood 
products—chiefly cotton and feed grains—and some decline 
occurred in food crops. Thus, although total farm output 
has been at a record rate, food production has been moder
ately lower in the past 2 years than in the preceding 2- to 
4-year period and this has been reflected in a moderate 
decline in food prices than in agricultural prices as a whole. 

Nevertheless, the low point in food production was reached 
in 1948 and a gradual upswing in the output of meat, dairy 
products, and poiUtry and eggs occurred in 1949. Both,the 
beef and pork output were a little higher thus bringing to an 
end the declining trend in meat supplies which had persisted 

since 1944. The rise in output of dairy products and eggs, 
however, was about absorbed by purchases for price support 
by the Commodity Credit Corporation as prices of these 
products weakened during the year. 

Net income lower 
Although Uttle change occurred in the domestic demand for 

agricultural products, farm income decliaed substantiaUy in 
1949 from the peak reached m 1948. As indicated in the 
national income and product section, disposable income was a 
Uttle higher in 1949 than in 1948 and consumer expenditures 
for food were only a little lower. Foreign demand for United 
States farm products was also less urgent as supplies abroad 
recovered further from the low point reached at the end of 
1947. Despite the curtaUment in shipment of farm products 
in the latter half of the year, the value of farm exports for 

Chart 10.—Income and Expenses of Farm Operators^. 

BILLIONS OF DOLLARS 
4 0 

3 0 

20 -

10 

NET FARM tNCQME 
ADJUSTED FOR 
INVENTORY CHANGES 
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ADJUSTED FOR 
INVENTORY CHAIGES 

I INVENTORY 
. X . DECREASE 

1935 -39 4 0 
AVERAGE 

U.S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 50-43 

1 Value of inventory changes include all crops and livestoclc whether held for sale or for 
use on the farm. 

Source of data: U. S. Department of Agriculture, Bureau of Agricultural Economics. ; 

1949 was as great as in 1948 principaUy because of expanded 
shipments under the Economic Eecovery program in the fitrst 
6 months of the year. As indicated below, perhaps the most 
important influence contributing to the decline in farm in
come was the continued accumulation of agricultural com
modities, prhicipaUy in the hands of the government. 
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Cash receipts from marketings, at $27.5 bUlion were about 
10 percent below the record established in the preceding 
year. There was little decline in production expenses, how
ever, and net income of farm proprietors registered a decline 
of nearly 25 percent (see chart 10). At about $14.1 biUion, 
farm proprietors' incomes were lower in relation to total 
national income than during the war or in other postwar 
years but remained somewhat higher than the average pro
portion obtained during the years 1929-40. On a per capita 

Table 7.—Index N u m b e r s of Vol i ime of Product ion for Sale a n d 
H o m e C o n s u m p t i o n 

[1935-39=100] 

Commodity group 

Livestock and products: 

Meat animals 
Dairy products 
Poultry and eggs 

All livestock 

Crops: 

Food grains 
Feed crops 
Cotton (lint and seed) 
Trucic crops 
other vegetables 
Tobacco 
Fruits and tree nuts— 
Oil-bearing crops 
Sugar crops 

All crops 

Food production 

Non-food production 

All commodities 

1940 

118 
105 
112 

112 

110 
114 
95 

HI 
101 
101 
110 
171 
•104 

107 

111 

105 

110 

1944 

155 
115 
166 

143 

148 
153 
94 

137 
106 
135 
123 
270 
81 

128 

140 

126 

137 

1945 

147 
119 
170 

141 

155 
144 
68 

142 
110 
137 
113 
291 
94 

122 

139 

113 

134 

1946 

145 
119 
160 

138 

164 
172 
66 

158 
128 
160 

• 133 
277 
103 

135 

140 

122 

137 

1947 

145 
117 
157 

137 

197 
131 
93 

141 
107 
145 
129 
300 
110 

135 

140 

120 

136 

1948 

134 
114 
153 

130 

190 
206 
117 
144 
123 
136 
127 
363 
89 

154 

135 

156 

139 

19491 

136 
117 
163 

134 

165 
182 
126 
144 
115 
137 
135 
327 
99 

148 

136 

151 

139 

' Production estimates are based on the December crop report and estimated marketings 
and home consumption of livestock and livestock products. 

Source: U. S. Department of .Agriculture, Bureau of Agriculttural Economics. 

or a per famUy basis, the comparison is more favorable for 
farmers during the recent period since farm population is 
now about 10 percent lower than the 1929-40 average, 
whereas nonfarm population is about 25 percent higher. 

Price decline throughout 1949 
Declining farm income in 1949 was principaUy the result 

of a continued weakening in farm prices. Dm*ing the course 
of the year, farm prices declined 12 percent, which is about 
the same extent as that occurring during 1948 but the move
ment during the 2 years followed difterent patterns. Al
though the highest monthly average in 1948 was in January 
and the lowest in December, on a quarterly average basis 
prices rose both in the second and in the third quarter before 
dropping sharply in the final months of the year. In 1929, 
however, prices averaged lower in each succeeding quarter. 
Furthermore, the decline was general. Of 10 major com
modity groups, only fruit and tobacco registered advances. 
The rise in fruit prices reversed a 2-year decline which had 
occurred in 1947 and 1948 and was the result of a sharp drop 
in output of citrus fruit. The rise in tobacco represented a 
mixed price situation in which decliaing prices prevaUed for 
some of the principal types of tobacco. For 2 years reduced 
marketing quotas have curtailed tobacco output and a sub
stantial portion of total production has been placed under 
government loan in order to ̂ pport prices. 

For the major livestock and products groups, the price de
cline reflected rising production. Among the crops, in
creased world supplies were important factors in price reduc
tions for cotton, grains, and oilseeds. 

The decliae in farm prices and in farm income was mod
erated by' the largest price-support expenditure made by the 
Government in any one calendar year. During the early 
part of the year, heavy expenditures were made to support 

the prices of crops grown in 1948 but not marketed before 
the turn of the year, whereas in the latter part of the year 
extensive purchases and loans were made for the 1949 crops. 
Although support was extended to a number of commodities 
ia 1949 which did not requhe either loans or purchases in 
1948, support expenditures on the current crop at the end of 
1949 were running a little less than a year earUer primarUy 
because of a reduction in the amount of cotton placed under 
loan. 

Parity revised to include labor cost 
The AgriciUtural Act of 1949 provides for higher support 

levels for "basic" commodities in 1950 than those contahied 
ia the previously existing law and includes wages paid to 
hhed farm laborers in the computation of parity with the 
result that most "non-basic" commodities as weU as two 
of the "basic" group now have higher parity prices. 

Chart 11.—^Percent Change in Parity Prices, Resulting 
From Revisions in the Method of Computation 
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' Average was weighted on the basis of cash receipts from farm marketings in 1948. 
Source: Basic data, U. S. Department of Agriculttu'e, Bureau of Agricultural Economics. 

In addition to the changes in the formula for calculating 
the general parity level, individual parity prices were ad
justed in accordance with price relationships existing during 
the most recent_ 10-year period, instead of maintaining the 
pattern existing in the base period, which is 1910-14 for most 
commodities. Jmy increases in parity which result from 
calculation on this revised basis wiU be fuUy effective in 1950, 
but any decreases hi parity prices of the principal basic com
modities are avoided by the use of an alternative calcula
tion, as noted below, and decreases for other commodities 
are limited to 5 percent. 
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For the basic commodities, support prices wiU be based 
I upon the higher of (1) the old method of calculating parity 
I and (2) the new formula. The revised parity calculations 
[ of the Department of Agriculture show that the old formula 

is higher for 4 of the 6 basic commodities—^wheat, com, 
cotton, and peanuts. For the other two "basics"—rice and 
tobacco—the new formula provides higher parity prices. 
The new formiUa is also to be used in computing parity 
prices for aU the nonbasic commodities. 

The net effect of the revision in parity calculations for 
1950 is an iacrease of about 9 percent in average parity prices, 
weighted on the basis of cash receipts. As shown in chart 11, 
substantial increases in parity occur for livestock and most 
principal livestock products except eggs. On the other hand, 
there is no change in parity for the big crops—cotton, corn, 
and wheat and the weighted average rise for aU crops is only 
1 percent. 

In contrast to the specific mandatory support levels pro
vided for basics, the nonbasic commodities have a range 
within which support is provided, either on a mandatory or 
a permissive basis. Dairy products must be supported at 
from 75 to 90 percent of parity with the provision that the 
support level should assure an adequate supply. The other 
commodities in this "designated" group for which supports 
are mandatory—wool, mohah, tung nuts, honey, and pota
toes—are to be supported at from.60 to 90 percent of parity. 
However, there is a special provision that the support price 
of wool is to be established at a level that wiU encourage 
production at a rate of 360 miUion pounds of shorn wool per 
year, which is about two-tMrds higher than the current 
rate of output obtained with a support level of about 95 
percent. 

Support levels not fixed 
For the remaining nonbasic products, support is permis

sive rather than mandatory at not more than 90 percent of 

parity. Price support may exceed 90 percent of parity for 
any agricultural product, however, if the Secretary of 
AgricxUture determiaes after a public hearing that such a 
level is necessary to prevent or aUeviate a shortage of an 
essential commodity or to stimulate production of a com
modity in the interest of national security. 

The Agricultural Act of 1949 also contaias a forward 
pricing provision, directing the Secretary of Agriculture to 
announce the support price level for field crops in advance 
of the plantiog season and for other commodities before the 
the start of the marketing year or season. Although for
ward price support levels announced may later be iocreased, 
they are not to be reduced, even though actual parity prices, 
when determined, are lower than the announced forward 
prices. 

The law also authorizes loans to cooperatives for the 
erection of storage facUities and places restrictions on the 
sale of commodities by the Commodity Credit Corporation, 
but these restrictions have important exceptions. Foods in 
danger of deterioration may be (1) exchanged for com
modities not produced in the United States, or (2) given 
to public welfare programs, iacludiag school lunches or to 
private welfare organizations for distribution at home and 
abroad. This provision for disposition of perishable com
modities will ease the problem created by the rise in price-
support purchase of these foods in recent months. 

The year 1949 was one of transition in American agri
culture from the former period in which attention had been 
focused upon expanding output to fiU world-wide demands to 
a period in which emphasis has shifted to price-support 
operations and the attendant production controls. This 
shift was reflected in the farm legislation duriag the year 
which revised the method of calcula,ting parity, extended 
wartime price supports with some changes, and designated 
more specific criteria to be used in curtaUhig production. 

Construction Activity 
A MA JOE element of strength in the economy in 1949 was 

the rise in public works and residential construction. As a 
result of the substantial expansion in public construction, 
aided during the latter months of the year by the sharp 
recovery in residential housiag, the total value of aU con
struction put in place reached a new high of $19.3 ^ bUlion 
in 1949, one-half biUion doUars over 1948. Additional 
expenditures by public authorities of more than $1 biUion 
offset a contraction in the private sector of approximately 
one-half billion doUars. 

Housiag, after a moderate decline duriag the first 4 months 
of 1949, picked up in the late spring and reached a record 
level in the fourth quarter. The value of residential con
struction for the year as a whole was slightly below 1948, 
partly because of the low volume of starts in the closing 
months of the earlier year. However, its upsm-ge after 
AprU was sufficient to bring total private construction close 
to its postwar high in the fourth quarter of 1949, despite the 
continued downdrift in private nonresidential construction. 

Average construction costs declined only slightly from 
1948 to 1949, implyiog that the increase in the physical 
volume of construction was slightly more than that indicated 
by the doUar expenditures. The price average for aU 
buUding materials declined about 3 percent in 1949, due 
chiefly to noticeable declines in lumber prices. The monthly 
average of most of the remainiag buUding materials prices 
showed increases over 1948. 

I This differs from the new construction total shoivn in the private domestic investment 
component of the gross national product in that the $19.3 billion includes expenditures on 
public construction but excludes oil well drilling activity and other items discussed in the July 
1949 SuKVEr or CUEKENT BUSINESS, p. 7. 

At the year end, construction activity was substantially 
above the year as a whole, on a seasonally adjusted basis, 
and for some segments, particularly residential construction, 
commitments for construction presaged high activity for 
some months to come. Private work, because of the contra-
seasonal increases in residential building, was progressing at 
a relatively faster rate than public construction. During the 
last quarter most building materials prices, including lumber, 
were aheady above theh low points for the year, reversing 
the pattern of slow declines during earlier months. 

Public construction up in 1949 

Public expenditures for construction amounted to about 
$5.3 bUlion or 25 percent more than in 1948. The largest 
increase, doUar-wise, was reported in public nonresidential 
buUding. Highway expenditures were still the largest item 
of public construction expenditures although the 5 percent 
increase in 1949 was considerably less than the relative 
iacrease in 1948 over 1947. 

Public housing, as indicated in table 8, almost tripled in 
1949, but comprised only about 3 percent of total housing 
expenditures. AU of these expenditures were under non-
Federal programs which will continue to expand during 
1950 as the Public Housing Act of 1949 is implemented. 

Private construction trends mixed 

In the private sector, the pattern for 1949 was rather 
mixed but the over-aU total declined. The industrial com-
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T a b l e 8.—^Ncw C o n s t r u c t i o n A c t i v i t y , 1 9 4 8 - 4 9 ' 

[Millions of dollars] 

Item 

Total new construction 

Total private 

Residential.. 
Nonresidential 
Industrial 
Warehouses, oHlces and loft build

ings 
Stores, restaurants, garages 
other nonresidential buildings 

Farm construction 

Public utility 

Total public 

Residential!.. 
Nonresidential 
Military and naval 2 
Sewer and water 
Highway 
other public 

1948 

18,775 

14, 563 

7,223 
3,578 
1,397 

323 
901 
957 

500 

3,262 

4,212 

85 
1,057 

137 
481 

1,585 
867 

ID, 329 

14,059 

7,025 
3,178 

974 
294 
707 

1,203 

4S0 

3,406 

5,270 

215 
1,665 

120 
570 

1,670 
1,030 

Seasonally adjusted at 
annual rates 

1948 

First 
half 

17,988 

14,240 

7,170 
3,466 
1,466 

294 
894 
812 

506 

3,092 

3,748 

144 
418 

1,448 
766 

Second 
half 

19,502 

14,886 

7,270 
3,090 
1,328 

352 
908 

1,102 

494 

3,432 

4,676 

84 
1,228 

130 
544 

1,722 
968 

1949 

First 
half 

18,548 

13,498 

6,358 
3,354 
1,138 

320 
732 

1,164 

398 

3,388 

5,050 

144 
1,642 

98 
572 

1,622 
972 

Pccond 
half 

20,110 

14,620 

7,692 
3,002 

810 
268 
682 

1,242 

502 

3,424 

5,490 

286 
1,6SS 

142 
568 

1,718 
1,088 

' E.KCludes oil well drilling activity and certain other adjustments to gross national prod
uct level. 

2 Not seasonally adjusted. 
Source: TJ. S. Department of Commerce, OlBce of Domestic Commerce. 

ponent continued the decline apparent ia 1948, dropping 
more than 10 percent. 

Expenditures by the utUities continued to rise because the 
gas and electric companies, which had not yet completed 
theh postwar expansions, iacreased theh expeaditm-es by 
about one-sixth over 1948 to $2.4 biUion. Expenditm-es for 
raUroad construction increased only moderately after the 
big expansion recorded in 1948, whUe telephone and tele
graph companies decreased theh expenditures about 20 
percent. 

Construction of stores, restaurants, and garages showed 
some increase ia the last quarter after declining from the 
first through the thhd quarter of the year. I t is not un
likely that a strong demand for such service establishments 
wiU continue as a result of the recent trend of residential 
construction and the new subdivisions which have been 
developed. 

Warehouse, office, and loft buUdiags also showed a slight 
improvement ia the last quarter after having decUned 
steadily during the &'st nine months of 1949, resulting in 
the yearly total about 9 percent below the total for 1948. 

The bacldog of demand for institutional services resulted 
ia substantiaUy higher iqstitutional construction ia 1949 
compared with 1948, but with a dimiaished annual rate of 
increase. Religious edifice construction showed the largest 
relative increase hi this category. 

Residential construction up sharply at year end 
The recovery in new residential construction activity from 

the low point recorded in AprU, after aUowing for seasonal 
influences, was the most impressive development in con
struction activity duriag 1949. This rise beginning in the 
spring was made possible by the large backlogs of the war 
period, but the activation of this demand in its 1949 re
surgence was influenced by: (1) some reduction from the 
peak in the unit costs of new houses, (2) easier financing 
terms, and (3) diminished expectations by prospective buyers 
that postponement of pm'chases woiUd bring savings from 
further price reductions, a factor in the decline of sales 
during the early par t of the year. Total dweUing units 

placed under construction in 1949, estimated at over 1 
miUion, as iadicated ia chart 12, were weU over the number 
started in 1948 and also above the total for the previous 
record year, 1926, when 937,000 were started. Private 
starts alone in 1949, about 984,000, exceeded the previous 
record which included no public activity. 

However, 35,500 publicly fiaanced starts in 1949 were 
almost double the 1948 total and wUl continue to increase as 
Federal activity approaches the statutory Umit of 135,000 
starts per year. If conditions warrant such action, this 
Umit could-be increased to 200,000 units by Presidential 
authorization. 

An important change from 1948 to 1949 in the pattern of 
privately financed starts, iadicated in chart 12, is the increase 
in the number of multi- and two-famUy units as weU as the 
proportion it represents of the total, moving from 16 percent 
in 1948 to 20 percent ia 1949. This proportion, however, 
is stUl considerably short of the figure in 1925 when approxi
mately 40 percent were of this type. 

Char t 12.—^Permanent NonfaTm Dwelling Units Started, 
by Type a n d Financing "̂  
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1 Data represent dwelling units privately and publicly financed and include prefabricated 
housing units. Figures exclude temporary units, conversions, dormitory accommodations, 
trailers, and military barracks. 

- Data include units in 1- and 2-family structures with stores and units m multifamily 
structures with stores. 

' Data for total dwelling units started for the fourth quarter of 1949 are prehmniary; 
components are estimated. 

Sources of data: U. S. Department of Labor, Bureau of Labor Statistics, e.icept compo
nents for fourth quarter of 1949, which were estimated by the IT. S. Department of Commerce, 
Olfice of Business Economics. 

The rise in rental type housing from 1948 to 1949 was 
undoubtedly aided bv the liberal use made of Section 608 of 
Title VI of the National Houshig Act by the construction 
industry during the past year. 

In contrast, the number of single-famUy units while in
creasing over last year constituted a smaUer proportion of 
the total. I t is interesting to note that whUe the number of 
these units increased in 1948 over the 1947 total, the increase 
io that year occun-ed in spite of rising costs and the erection 
of a substantial number of expensive units. The decline in 
starts toward the end of 1948 probably reflected the dimin
ished demand for houses with the high costs and financial 
difficulties then prevalent. 
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This condition appears to have been adjusted during 1949 
with a larger proportion of smaUer and less expensive units 
developed by the industry. This, coupled with easier 
financing made possible by continued operations of the 
Federal National Mortgage Association as a secondary 
mortgage market, facUitated by the recent Uberalization 
of the Act and additional authorization of funds aided ia 
tapping a broadened base of demand in lower income 
brackets. 

In addition to the specific aids achieved by legislation, 

the general policies of the Treasury and Board of Governors 
of the Federal Eeserve System have aided in retaining a low 
rate of interest and supply of avaUable funds. Further, 
there also seemed to be a greater flow of private funds into 
the mortgage market as the result of somewhat less attractive 
alternative forms of investment. These factors in combina
tion appear to have created less restrictive poUcies by 
mortgage companies both with respect to.interest rates and 
other terms of financing than prevaUed duriag most of 1948. 

Domestic Business Investment 

A- DEOP of $10 biUion in gross private domestic investment 
was the largest change among the major components of the 
national product from 1948 to 1949. As pointed out hi an 
earlier section, the prhicipal part of the reduction in gross 
private domestic investment represented a shift from 
accumulation of inventories to disinvestment, and practically 
all of the remainder reflected lower outlays by nonfarm 
business for plant and equipment. 

The portion of the decline in total output resulting from 
inventory changes was very substantial. However, it 
should not be overlooked that inventory liquidation in 1949 
was small, and that in the main it was the elimination of 
the appreciable accumiUation characterizing 1948 which 
accoimted for the depressing influence of this component 
of investment. But since inventories generaUy were not 
excessive early in 1949, liquidation was checked by the 
fii-m demand for final products earlier discussed. 

P l a n t and. E q u i p m e n t Expendi tures 

Nonagricultural business firms spent $17.9 bUlion for new 
plant and equipment during 1949, a decline of 7 percent from 
the $19.2 bUlion in 1948.' The year 1949 marked the first 
downward movement in annual capital acquisitions since the 
end of the war (see chart 13). However, outlays for fixed 
assets were higher than in any year prior to 1948 both in doUar 
terms and physical volume. Plant and equipment costs, 
which had reached their highest point early in 1949, declined 
somewhat during the year and average prices for 1949 ap
proximated the 1948 level. 

It is interesting to note that the investment programs re
ported by business at the beginnhig of 1949 were, as a whole, 
carried out duriag the course of the year. Anticipated out
lays were only slightly higher—about 1 percent in total— 
than actual expenditures for new capital facihties. 

Quarterly trends 
The high point of outlays for plant and equipment was 

reached in the second half of 1948. After rough allowance for 
seasonal factors, total outlays during the fhst quarter of 1949 

Table 9.—Year-to-Year Percentage Change in New Plant and 
Equipment Expenditures 

Industry 

All indu..itrinq 

Mining 

Electric and gas utilities 
Commercial and miscellaneous 

1945 
to 

1946 

+82 

-t-84 
+27 
+4 

+108 
+65 

+123 

1946 
to 

1947 

+34 

+26 
+23 
+60 
+21 
+83 
+34 

1947 
to 

194S 

+19 

+12 
+16 
+45 
-12 
+41 
+22 

1948 
to 

1949 

—7 

- 1 4 
- 9 
+2 

- 2 8 
+18 
- 6 

1948-1949 

First 
half 

+1 
- 5 

0 
+26 
- 2 5 
+27 
- 2 

Second 
half 

- 1 4 

- 2 3 
-17 
- 1 8 
-SO 
+11 
- 1 1 

Chart 13.—Business Expenditures for New Plant and 
Equipment ' 
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Source: U. S. Department of Commerce, Office of Business Economics. 

' Exclude expendittires of agricultural business and outlays charged to current accotmt. 
Data for 1949 include preliminary expenditures tor the foinrth quarter. 

»Include railroads, otlier transportation, and electric and gas utilities. 
' Include trade, service, communications, construction, and finance. 
Sources: Data for 1945-49, U. S. Department of Commerce, Office of Business Economics, 

and Securities and Exchange Commission; data for 1939, Board of Governors of the Federal 
Reserve System. 

slipped sUghtly below the previous quarter. During sub
sequent quarterly periods this downward tendency was 
soniewhat accelerated. The decline in the investment rate 
during 1949 and the consistent year-to-year gains which had 
previously characterized capital outlays are shown in table 9. 

New iavestment duriag the early months of 1949 was 
bolstered by the substantial iacreases made by raUroads and 
electric and gas utUities. During the remainder of the year 
all major industries except electric and gas utUities showed 
year-to-year declines. Even the increases shown by the 
UtUities duriag tlie latter half of the year were moderate when 
compared to previous gains. 

' Those expenditures raalce no allowance for outlays charged by business to current account. 
The fourth quarter of 1949 is preliminary. 
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Industrial trends 
Expenditures for new plant and equipment by the com

bined manufacturing and mining industries were $7.9 biUion 
in 1949 as compared with $9.1 bUUon in the preceding year 
with both plant and equipment expenditures declining. The 
plant segment, however, bore the brunt of the cut-back as 
industrial construction a,ctivity fell approximately 30 percent 
below 1948. 

Within manufacturing, most of the major industries 
considerably reduced theh rate of investment during 1949. 
It is worthy of note that from 1948 to 1949 there was a fahly 
close correspondence between the changes in profits and 
sales of the different industries and the changes in capital 
investment. This was also true in terms of size of firm with 
both profits and capital outlays declining relatively more 
among the smaU fhms than among large ones. 

Table 10.—Business Expenditures o n New P l a n t a n d Eqpiipment, 1945-49 ^ 

[Millions of dollars] 

Industry 1945 

6,630 

3,210 
440 
550 
320 
630 

1,480 

1946 

12,040 

5,910 
560 
570 
660 

1,040 
3,300 

1947 

16,180 

7,460 
690 
910 
800 

1,900 
4,430 

1948 

January-
March 

4,170 

1,800 
180 
270 
180 
600 

1,240 

April-
June 

4,820 

2,140 
200 
310 
190 
640 

1,340 

July-
Septem

ber 

4,830 

2,090 
200 
320 
170 
690 

1,360 

October-
Decem

ber 

5,410 

2,320 
220 
410 
170 
850 

1,440 

Total 

19,230 

8,340 
800 

1,320 
700 

2,680 
6,390 

1949 

January-
March 

d,4C0 

1,850 
190 
360 
130 
680 

1,260 

April-
June 

4,660 

1,880 
190 
380 
140 
780 

1,290 

July-
Septem

ber 

4,360 

1,690 
180 
310 
130 
790 

1,260 

October-
Decem

bers 

4,430 

1,710 
170 
290 
110 
900 

1,260 

Total 3 

17,910 

7,130 
730 

1,340 
510 

3,160 
6,040 

1 Data represent expenditures of nonagricultural business only and c.\-clude outlays charged to current account. 
2 Based on anticipated capital expenditures of business in October and November. 
3 Annual estimates include anticipations for the last quarter of the year. 
* Includes trade, service, finance, construction and communication. 
Source: U. S. Department of Commerce, Offlce of Business Economics, and Securities and Exchange Commission. 

The rubber, paper, apparel, and lumber products iadustries 
were among the manufactm-ing groups showing the largest 
percentage decliaes in plant and equipment expenditui-es, as 
weU as in sales and profits. On the other hand, capital out
lays, sales and profits ia food and transportation equipment 
(excluding autos) were close to theh 1948 levels. A notable 
exception was the automobile iadustry where capital outlays 
did not rise in spite of a sizeable increase in operations. This 
was due both to the considerably smaUer capital outlays 
arishxg from the 1950 model change-over than from the 1949 
model change-over, and to a decline in outlays for plant. In 
addition, capital expenditures as reported by this industry 
generally do not include a substantial amount of expenditm-es 
on special tools which are charged to current account and 
which are closely related to the volume of output. 

Since the correspondence between iavestment and operat
ing experience was not so evident in the earlier postwar years, 
there is some indication that 1949 marks a return to a more 
normal relationship between investment and current opera
tions, reflectiag the completion of a large part of the immediate 
postwar expansion programs of business. However, analysis 
based on the long-term growth in producers' equipment 
outlays suggests that some upward pressure of wartime 
deferred demand was stUl being exerted in 1949.̂  

Plant and equipment expenditures by the petroleum 
industry declined moderately in 1949. The largest relative 
reduction was in outlays for refining facUities—^while invest
ment in pipe lines and oU- and gas-weU driUiag was little 
changed. In the transportation equipment group, invest
ment was supported by a sharp increase in plant and 
equipment outlays by the ahcraft industry. Despite 
reductions in over-all outlays by the electrical machinery 
industry, expenditm-es for television production facUities 
continued at a very high rate duriag 1949. 

Capital outlays by railroads, which increased slightly from 
1948 to 1949, reached a turning point at the middle of the 
year. Duriag the second half of 1949, expenditures declined 
abruptly and were approximately one-fifth lower than the 
correspondiag period of 1948. 

Investment of electric and gas utilities reached a record 

total of $3.2 bUlion in 1949, an advance of 18 percent over 
1948. Both electric and gas utilities shared in this increase. 
In the gas utUity industry, the substantial postwar outlays 
were due, in the main, to the expansion of pipe-liae facUities 
from the Texas fields, arisiag out of the significant shift to 
natural gas consumption. 

Examination of investment plans by business for the fhst 
quarter of 1950 gives some evidence of a deceleration of the 
downward trend in the rate of investment.^ This may be a 
reflection of the upturn in business expectations which 
occurred in the latter months of the year. However, the 
year-end level was weU below that of the preceding year. 

Inventories 

The book value of inventories held by nonfarm business 
reached a postwar high early in 1949, and from then to the 
end of the year moved steadily downward. The value of 
business inventories was reduced by $5.1 biUion over the 
year. Most of this decline was due to price changes, but 
physical volume also was lower. 

The most important part of business inventories is held 
by manufactm-ing and trade firms, whose stocks of goods on 
hand had a year-end book value of $53.5 biUion (see table 11). 
Inventories of these companies were reduced by $4.7 biUion 
in 1949 under the effects of declining replacement costs and 
reductions in physical quantities of goods in stock. Lower 
prices were the major factor in this decline. In addition, 
following the slowing of sales in the early fall of 1948, inven
tory policy turned to physical Uquidation rather than to 
accumulation. 

Table 11.—Book Value of Bus iness Inventories , End of Period, 1948 
and 1949 

[XJnadju.'tcd, billions of dollars] 

2 See "The Demand for Producers* Durable Equipment" SUKVEY June, 1949. 
5 A detailed analysis of prospective investment trends in 1950, based on the annual survey 

of Capital Budgets, will soon be available. 

Item 

Total —-

1948 

First 
Half 

54.6 

32.0 
8.8 

13.9 

Second 
Half 

58.2 

34.3 
9.6 

14.4 

1949 

First 
Half 

55.4 

32.9 
8.8 

13.7 

Second 
Half 

53.5 

31 0 
9 2 

13 3 

Source: U. S. Department of Commerce, Offlce of Business Economics. 
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Inventory movements during 1949 showed differences in 
timing and magnitude in the various sectors. EetaUers and 
wholesalers were the first to adjust theh hiventories to the 
shift ia business in the fall of 1948. For these groups, inven
tory book values reached theh peak late in 1948, and then 
declined through the first half of 1949. During the first 3 
months of the year lower prices accounted for aU of the drop, 
and there was practically no change in volume of inven
tories. In the second quarter, liquidation became important. 

Book values of trade inventories reversed theh trend in 
mid-summer and rose in the thhd quarter. In the last 3 
months of the year wholesalers' inventories changed rela
tively little whUe those of retaUers declined, mainly because 
of reductions hi the stocks of automobUe dealers. 

EetaUers' stocks at the end of the year were $13.3 bUlion, 
about $1 bUlion below a year ago. Wholesale inventories 
were down $400 mUUon over the year to $9.2 bUlion. 

Major decline in manufacturing 

The book value of manufacturers' inventories reached its 
post-war high in the middle of the first quarter of 1949. 
Thereafter book values moved down through most of the 
year. The period of the most sizable decliae was the thhd 
quarter, when liquidation was heaviest. In the final months 
of the year declines were smaU as increases in inventories 
of the nondurable goods industries almost offset the continued 
declhies in the durable goods group. The reduction over 
the year totaled $3.2 billion, and brought year-end book 
values to $31.0 bUlion. 

From table 12, it is apparent that the changes in manu
facturing inventories were dominated by the movements of 
durable-goods inventories. Here the decline in book values 
over the year amounted to $2.4 biUion, compared with a 
drop of $900 mUlion in the nondurable industries. The 
extent of the reduction in durable goods inventories refiects 
in part the year-end tightness in steel supply. However, 
there are hidications that at the beginning of 1949 inventory 
holdings were somewhat out of line with sales, so that some 
downward adjustment was called for. 

Finished-goods inventories of the "heavy goods" indus

tries continued to increase well into the second quarter of 
the year. In large measure this increase represented invol
untary rather than planned accumulations. During the 
second half of 1949, however, these stocks were substantiaUy 
reduced. 

The nondurable-goods industries reduced the book value of 
theh inventories during the fhst 3 quarters of the year 
Table 12.—Change i n Book Value of ]VIanufacturers' Inventories , 

1948 and 1949 
[Unadjusted, millions of dollars] 

Period 

1948: 
First quarter 
Second quarter-
Third quarter-
Fourth quarter. 

1949: 
First quarter 
Second quarter. 
Third quarter.. 
Fomrth quarter. 

Durable goods 

Total in
ventories 

446 
439 
444 
660 

490 
-880 

-1,473 

Finished 
goods 

299 
138 
83 

390 

481 
69 

-561 
- 1 

Nondurable goods 

Total in
ventories 

409 
663 
761 
422 

-388 
-562 
-446 

519 

Finished 
goods 

195 
644 
621 
315 

- 4 2 
-115 
-162 

347 

Source: U. S. Department of Commerce, Offlce of Business Economics. 

but increased them during the last 3 months. Finished-
goods inventories of these iadustries, which had risen rapidly 
in 1948, decUned throughout most of the year, but increased 
in the final quarter. 

Inventories in the hands of manufacturing and trade firms 
at the end of the year generaUy did not appear high in relation 
to sales when judged by prewar standards. The tendency for 
Uquidation to taper off at the end of 1949 appears to be in 
line with this inference. 

In addition, there was an important difference between the 
situations at the beginning and end of 1949. At the start of 
the year, continued accumulation at a substantial rate would 
have been needed to avoid the deflationary effect of a decline 
in inventory investment. At the close, maintenance of the 
size of stocks would imply no reduction in investment and 
hence would have no retardhig influence on total output. 

Retail Sales 
V^ONSUMEE demand in the aggregate remained firm 

in 1949, providing a source of economic strength in a year of 
decUniag investment. Although the doUar value of retaU-
store sales dipped slightly, month-to-month movements were 
rtiarked by unusual stabUity, and the difference between the 
highest month—September—and the lowest—December— 
was only about 3 percent.^ 

Nevertheless, within the retaU sector, many groups con
tributed to and were affected by the busiaess downturn, 
particularly in the early part of 1949. Also, this was the 
first year since 1938 in which retaU-store sales failed to ad
vance over the previous year. Purchases in retaU establish
ments, at $128 bUUon, traUed 1948 by about IK percent 
(see table 13). In view of the decline in prices, however, 
the physical volume of goods moving through retaU channels 
in 1949 was, roughly, equal to the 1948 total. 

Automotive sales sustain total 
The unprecedented number of passenger cars sold in 1949, 

which permitted motor vehicle dealers to record an 18-percent 
increase in dollar sales for the year, contributed materially 
to the strength of consumer buyiag. Sales of retail stores 
other than motor vehicle dealers were 5 percent below 1948. 

' T h e trend of services is not discussed in this section, though they constitute, ot course, a 
substantial part of consumer expenditures. 

Analysis indicates that in 1949 there remained a substan
tial bacldog of demand for autos, and output was large enough 
to briag dollar sales above the level which would correspond, 
on the basis of prewar relationships, to current disposable 
income.^ However, other major lands of retaU business 
generally did not appear to be high in relation to income when 
judged by historical standards. The one exception—food— 
was in line with prewar behavior in real or quantity terms, 
but high in terms of doUar sales. 

Food sales firm 
Among the nondurable-goods groups, the greatest strength 

was shown by food stores and filling stations with sdies 
practically unchanged from a year ago. With prices down 
moderately, there may have been a smaU increase in the 
physical volume of food sold at retaU. Food stores account 
for about a third of aU nondurable-goods sales and their 
high activity has helped to prop up the sales total for the 
nondurable-goods groups. 

The remaining groups of nondurable-goods stores reported 
fairly substantial decreases in sales. At both men's wear 
and women's wear stores, doUar sales were down about 
8 percent from the previous year. However, part of these 
drops—particularly in women's apparel—reflected the avaU-

a See "Trend of Sales of Consumer Durable Goods", SURVEY, April 1949. 
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Table 13.—Sales of Retail Stores by Kinds of Bus iness , 1947-49 
[IVIillions of dollars] 

Kind of business 

All retail stores.. 

Durable-goods stores.. 

Automotive group 
Motor-vehicle dealers-
Parts and accessories. 

Building-materials and hardware group.. 
Building materials 
Farm implements -. 
Hardware 

Home-furnishings group 
Furniture and housefinrnishings 
Household appliances and radios-

Jewelry 

Nondurable-goods stores.. 

Apparel group 
IMen's clothing and fumishinfs— 
Women's apparel and accessories.. 
Family and other apparel 
Shoes 

n r u g stores 
Eating and drinking places— 
Food group 

Grocery and combination. 
other food 

Filling stations-

General-merchandise group 
Department, including mail order 
General, including general merchandise, with food-
I)ry goods and other general merchandise 
Variety —-

Other retail stores-
Liquor 
Another 

1947 

118,908 

32,142 

15,528 
13,850 
1,678 

9,092 
5,095 
1,180 
2,217 

6,213 
3,746 
2,467 

1,309 

86,7CG 

9,413 
2,414 
4,141 
1,325 
1,633 

3,059 
12, 035 
28. 384 
22, 364 
6,020 

5,193 

16, 033 
10, 645 
1,853 
1,638 
1,992 

12, 049 
1.91B 

10,133 

1948 

130,042 

38,008 

19,309 
17,530 

1,779 

10,710 
6, SOI 
1,665 
2,364 

6,725 
4,045 
2,680 

1,264 

92,034\ 

9,865 
2,412 
4,530 
1,386 

3,687 
12,112 
30, 506 
24,111 

6,395 

6.325 

17, 016 
11, 337 

1.938 
1,009 
2,131 

12, 624 
1,854 

10, 670 

128,183 

39,874 

22,728 
21,085 
1,643 
9,509 
6,020 
1,401 
2,088 

6.637 
3,744 
2,793 

88,309 

9,175 
2,223 
4,193 
1,281 
1,478 

3, 605 
11,240 
30, 298 
24,154 
6,144 

6,363 

16, 019 
10, 618 
1,769 
1,509 
2,123 

11, 009 
1,700 
9,849 

Source: V. S. Department of Commerce, Office of Business Economics. 

ability of goods of equal or higher quality at lower prices than 
in 1948, and trading down may also have been important. 
At shoe stores, where prices were more stable, the 1949 decline 
in sales was about 4 percent. Drug-store sales were down 
2 percent, and department stores 6 percent. 

Data on tax collections indicate that sales of luxury goods 
continued the downward slide evidenced in 1948. Excise 
taxes on furs fell about 28 percent, on cabaret expenditures 
14 percent, and on jewelry 10 percent. I n addition, an 
examination of department-store sales by departments points 
to greater decreases in sales in those departments hi which 
higher-priced merchandise is carried. The same tendency is 
shown by the fact that sales in basement stores, which gener
aUy display lower-priced items, were down only 3 percent for 
the year while for the main store the corresponding figure was 
7 percent. 

Most durables decline 
Although the durable-goods group as a whole showed an 

increase in sales because of the large gains of motor vehicle 
dealers, declines were registered by most stores whose major 
lines of trade consist of consumers' durable goods other than 
autos. In the home-furnishings group, trade was bolstered 
by increased purchases of television receivers and some major 
household appUances, and by strengthening in demand for 
furniture and furnishings in the latter part of the year, but 
doUar sales declined by about 3 percent in 1949. I n buUding 
materials and hardware and in jewelry stores the drop in the 
dollar value of sales was substantiaUy larger. As in the case 
of the nondurables these declines reflected in par t decreased 
prices and the greater avaUabUity of lower price lines. 

Improvement in fourth quarter 
In most o i the store groups the downward drift in sales 

continued through the first 7 or 8 months of the year, with 
some signs of recovery evident subsequently. The home-
furnishings group showed a substantial pick-up as price 

reductions in television sets and electrical appliances helped 
to stimulate demand for these items, whUe the high level of 
residential construction contributed to higher activity in 
furniture and house furnishings. 

Some of the increased sales strength in the second half of 
the year may be traced to the influence of easier credit terms. 
Total instaUment sales credit for the year was up more than 
a third, with auto and home-furnishing stores showing the 
greatest increases. For these groups instaUment sales credit 
at the year end had risen 60 and 25 percent respectively. _ 

The renewed impetus in buying evident late in the third 
quarter in many lines of trade was offset, however, by a drop 
in automobUe sales. The decline in this group was primarUy 
the result of the preparations for model change-overs which, 
together with some tightness in steel supplies, accounted^ for 
a reduction in the number of cars produced in the final 
months of the year. 

Retail trade patterns change 
To appraise the current position of retaU store sales, 

several bases of comparison m t h prewar conditions have 
proved useful. These include correlation and percentage 
relations between retaU sales and income, and percentage 
distributions of retail sales by lands of busiaess. These 
measures are consistent ia their summary of the year 1949, 
in relation to the change from 1948. 

Sales in 1949 decliaed relative to iacome, the drop coming 
at the start of the year and bringhig total sales closer in liae 
with the relationship characteristic of the years before the 
war. The downward movement reversed a trend which 
had begun immediately foUowing the war's end and had 

Char t 14.—Relationship Between Sales of Durable and 
Nondurable Goods Retail Stores a n d Disposable 
Personal I n c o m e 
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continued until the middle of 1948. Duriag the early post
war surge in buying, sales of retail stores were higher than 
might have been expected on the basis of the prewar relation
ship between sales and income. 

Chart 14 shows how sales of durable- and nondm-able-
goods stores have moved relative to disposable personal 
iacome since 1929. Both cases reveal a divergence from the 
prewar pattern during the war and early postwar years, 
aad a recent tendency to revert to the historical relationship. 

For the nondurables as a whole (upper curve) sales de
clined relative to income duriag 1949. The downward 
movement in the nondurables began about the middle of 
1948 and has become more sharply defined in the past year. 

Sales at durable-goods stores, on the other hand, have 
continued theh upward trend relative to income which 
began in 1945, althrough the gains have been getting smaUer. 
The 1949 increase carried durable sales by the second half 
of the year to a point a little above the value indicated by 
the prewar relation with income. 

Char t 15.—^Percentage Change in Sales of Retai l Stores, 
1918 to 1949, by Kinds of Business 

INDUSTRY GROUP 

ALL RETAIL STORES 

DURABLE GOODS 
STORES 

NONDURABLE GOODS 
STORES 

AUTOMOTIVE GROUP 

FILLING STATIONS 

FOOD GROUP 

DRUG STORES 

HOME FURNISHINGS 
GROUP 

GENERAL MERCHANDISE 
CROUP , 

APPAREL GROUP 

EATING AND 
DRINKING PLACES 

JEWELRT STORES 

BUILDING MATERIAL 
AND HARDWARE GROUP 

OTHER RETAIL STORES 

PERCENTAGE CHANGE 

- 5 O + 5 +10 

-X. 
U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECOn OMICS 

Source of data: XJ. S. Department of Commerce, OfTico of Business Economies. 

Autos take larger share of income 
Although the proportion of disposable personal income 

spent at retail stores has declined somewhat in the past 2 
years, it remains higher than before the war. In such 
years as 1929 and 1939 or 1941, about 60 percent of dis
posable income was expended in retaU establishments, 
whereas in 1949 retail sales amoimted to two-thhds of such 
income. 

A good deal of the extra spendiog went for autos, and sales 
of motor vehicle dealers represented a higher percentage of 
income than ia any earlier year. At other durable-goods 
stores, the proportions of disposable mcome expended were 
generaUy close to the values that characterized the years 
1929 and 1941. 

The proportion of iacome goiag to retaU stores in the non
durable categories has moved downward in the last few years. 
For most groups the ratios are now little different from those 
typical of the prewar years of high activity. 

Increasing importance of durables 
The pat tern of retaU activity may also be analyzed in 

terms of the relative importance of the different groups of 
stores in the retaU structure. Table 14 gives the shares 
of the retaU doUar spent at each type of store in selected 
years. 
Table 14.—Percent Distr ibut ion of Retai l Sales by Kinds of Bus iness 

Kind of business 

Durable-goods stores . 

Automotive group 
Motor-vehicle dealers 
Parts and accessories 

Building materials and hard
ware group. 

Building materials 
Farm implements 

, Hardware 

Homc-fumishings group 
Furniture and house-furnish

ings 
Household appliances and 

radios 
Jewelry 

Nondurable-goods stores.. 

Apparel group 
jWen's clothing and furnish

ings 
Women's apparel and acces

sories 
Family and other apparel 
Shoes 

Drug stores 
Eating and drinlting places 
Food group 

Grocery and combination.. 
other food 

Filling stations 

General-merchandise group 
Department (excluding mail 

order) 
Mail order 
General, including general 

merchandise with food 
Dry goods and other general 

merchandise 
Variety 

other retail stores. 
Liquor 
AU other 

14.5 
13.3 
1.2 

7.9 

5.4 
1.1 
1.5 

5.7 

3.7 

1.9 
1.1 

2.8 

3.1 
1.2 
1.7 

3.5 
4.4 

22.6 
15.2 
7.5 

3.7 

18.6 

8.1 
.9 

2.2 
1.9 
9.2 

'9.'2 

19.8 

9.7 
8.7 
.9 

5.5 

3.5 
.7 

1.3 

3.9 

2.6 

1.3 

.7 

80.2 

7.9 

2.2 

3.1 
.9 

1.7 
4.3 
5.8 

27.6 
20.4 
7.2 

6.2 

20.3 

9.6 
.9 

4.8 

2.4 
2.8 
8.0 
.1 

24.7 

13.2 
12.0 
1.2 

6.5 

4.2 
.8 

1.5 

4.1 

2.9 

1.3 
.9 

75.3 

7.8 

2.0 

3.1 
1.1 
1.5 

3.7 
8.4 

24.2 
18.4 
5.8 

6.7 

15.4 

8.4 
1.1 

2.2 

1.4 
2.3 
9.2 
1.4 
7.8 

28.1 

15.4 
14.0 
1.4 

7.0 

4.4 
.9 

1.6 

4.7 

3.2 

1.5 
1.1 

7LD 

7.5 

2.0 

3.0 
1.1 
1.4 

3.3 
8.6 

22.7 
17.3 
5.4 

6.2 

14.3 

7.9 
1.1 

1.3 
2.1 
9.3 
1.4 
7.9 

1948 

First 
half 

14.2 
12.9 
1.4 

8.3 

5.3 
1.2 

,1.8 

5.2 

3.2 

2.1 
1.0 

71.3 

7.6 

1.9 

3.4 
1.1 
1.2 

2.9 
9.4 

23. G 
18.7 
4.9 

4.9 

13.0 

7.7 
1.0 

1.5 

1.2 
1.6 
9.9 
1.4 
8.4 

Sec
ond 
half 

29.7 

15.4 
14.1 
1.4 

8.2 

5.2 
1.2 
1.8 

5.1 

3.1 

2.1 
.9 

70.3 

7.6 

l.S 

3.5 
1.1 
1.2 

2.8 
9.2 

23.3 
13.4 
4.9 

4.8 

13.2 

7.8 
1.0 

1.6 

1.2 
1.7 
9.4 
1.4 
8.0 

First 
halt 

30.4 

17.1 
15.8 
1.3 

7.4 

4.6 
1.2 
1.7 

4.0 

2.9 

2.0 
.9 

69. G 

7.5 

l.S 

3.4 
1.0 
1.2 

2.9 
8.9 

23.7 
18.9 
4.8 

4.9 

12.6 

7.4 
.9 

1.4 

1.2 
1.7 
9.1 
1.4 
7.7 

Sec
ond 
half 

31.8 

18.4 
17.1 
1.3 

4.8 
1.0 
1.6 

5.3 

2.9 

2.3 
.8 

6.8 

1.6 

3.1 
1.0 
1.1 

2.8 
S.6 

23.6 
IS. 8 
4.8 

5.0 

12.4 

7.4 
.9 

1.3 

1.1 
1.6 
9.0 
1.4 
7.7 

Source: U. S. Department of Commerce, Cilice of Business Economics. 

Dm-ing the past year the percentage of retail store sales 
going to durable-goods stores was the highest on record. 
This was due entirely to motor vehicle dealers, the group 
increasing its share of the total business at the expense of 
such lines as building materials and hardware, apparel, eating-
and drinldng places and department and other general-
merchandise stores. I t may be noted that because of the 
exceptional demand for autos, the proportions of total retail 
sales a t the various types of stores in 1949 were stUl appre
ciably different from the typical pat tern of prewar years of 
high activity. As previously pointed out, however, these 
results do not imply that the groups other than autos were 
generaUy out of line with theh historical relationships to 
income. 
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Foreign Trade 

U N I T E D S T A T E S forelgn.traders during 1949 felt the 
impact of intensified foreign balance of payments difficulties 
which arose from the swifter pace of postwar readjustments 
in the United States than abroad. Largely because of the 
widespread dislocations caused by the war, these difficulties 
in foreign countries persisted despite the large flow of aid 
funds made hi the form of grants and otherwise by the United 
States to facilitate economic rehabUitation abroad. It is, of 
course, only through these programs that foreign countries 
have procured an imprecedented volume of peacetime goods 
in United States markets. In 1949, United States foreign 
aid programs financed 30 percent of the total exports of goods 
and services, making possible the continuation of the large 
disparity between exports and imports. 

In domestic markets, supplies of most goods became ade
quate as production came into a more balanced relationship 
with demand, with a resultant downward movement of 
prices. In most foreign countries, the same development 
toward easing of supplies, though already apparent during 
1949, was as yet far less advanced than hi the United States 
where wartime dislocations and accompanying inflation were 
relatively fai- less acute and hence overcome with less of a 
time lag. 

Despite the expansion in output to or even beyond prewar 
levels in Europe and the at least partial satisfaction of many 
deferred demands both in those areas most dhectly concerned 
in the recent war and in other areas, there remained a heavy 
dependence upon United States goods. 

The continued large import demands from abroad were 
met by United States producers, many of whom became 
increasingly interested in foreign markets as in many fields 
domestic outlets began to absorb a smaller portion of the 
greater productive capacity avaUable. 

Concurrently, this country's demand for foreign goods con
tracted with the general economic adjustment described in 
earlier chapters of this review. Domestic requhements for 
some major raw and semiprocessed imports declined and 
were filled in part from inventories; and domestic output of 
shnUar or competitive materials displaced other imports,' 
many of which now became even less able than previously 
to compete pricewise hi the American market. 

Inevitably, the unbalanced postwar trade relationships 
were refiected in price disparities in international markets, 
and widespread foreign currency devaluations in the latter 
part of the year were undertaken in an effort to bring about 
adjustments in the external currency values which woiUd 

Chart 16.—United States Foreign Trade: Percentage Change in Value, First and Second Halves of 1949 from 1948 ^ 
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reUeve balance-of-payments pressures whUe fundamental 
adjustments were undertaken. 

Exports high through midyear 1949; imports fall 

Duriag the first half of 1949, exports from the United 
States reached an annual rate of $13,400 miUion, $700 miUion 
above the rate for the previous year. Since at the same 
time commodity imports into the United States provided 
foreign countries with 300 miUion fewer doUars at an annual 
rate than in 1948, the higher exports were financed chiefly by 
increased United States Government foreign-aid payments 
and renewed inroads upon foreign reserves of gold and dollars. 

Chart 16 compares changes in the annual dollar rates of 
exports and imports by areas and by commodities duriag 
the first and second halves of 1949 with the rate in 1948. 
Western Europe and the Far East, to which vhtuaUy aU 
United States Government foreign-aid expenditures were 
dhected, accounted for most of the expansion in United 
States exports during the fia-st half of 1949. 

That foreign economic recovery was progressing under the 
stimulus of American aid is indicated by the commodity 
composition of the expansion in United States exports to 
these areas. The increase during the first 6 months was 
chiefly ia shipments of raw cotton, machinery, and other 
goods to be used in foreign production lines rather than for 
hnmediate consumption. 

By contrast. United States shipments to Latin Ajnerica 
and Africa in the first 6 months of 1949 fell below the 1948 
rate. In many of these countries demand and supply were 
equated either through satisfaction of the deferred demand or 
through rising prices and declining currency values. WhUe 
demands for imported goods had thus receded to some extent, 
they were subject to further curtaUment by tighter import 
restrictions (especially drastic in the Union of South Africa 
and Argentina) imposed to conserve, and if possible, 
strengthen depleted dollar resources. 

The reduction in tliis country's commodity imports, 
from an annual rate of $7,500 miUion in the fourth quarter of 
1948 to an annual rate of $6,400 miUion by the second quarter 
of 1949, was more than could be explained by seasonal factors 
and the moderate contraction in the gross national product of 
this country. The (hrop in imports was due mainly to the 
relatively serious decline in consumption of some major 
imported products such as wool, rubber, woodpiUp, and 
burlap. A further reduction in imports of these and other 
commodities, moreover, resulted from the deshe on the part 
of domestic industry to reduce previously accumulated 
stocks in view of the more ample conditions of supply and, in 
some cases, from expectations of further price reductions. 

By midyear it had also become apparent that imports from 
Europe, for which prices remained comparatively high and 
even increased in some cases, were encountering increasing 
difficulties as the trend away from a "sellers" market 
gradually developed in this country. Such imports as 
automobiles, tractors, textiles, and iron and steel products 
had been seriously curtaUed (see table 16) as the supply of 
more attractively price domestically produced items became 
more ample. 

The net result of the lower imports and high exports during 
the first half of the year was an increase in our export surplus 
with practically every area except the Latin American 
Republics and Africa. 

Lower exports after June; imports register 
further decline 
In July 1949, total United States exports declined to 

$10,800 mUlion on an annual basis and remained near that 
rate for the remainder of the year. The drop in shipments 

870669—60 1 

extended to almost every major area and commodity group 
(see chart 16). This reduction was primarUy a consequence 
of the tighter import control measures instituted duriag the 
second quarter of the year, particularly by the United 
Kingdom and other countries in the sterling area, to halt the 
rapid drain on theh reserves of gold and dollars. 

Also contributing to the decline in foreign purchases from 
the United States was the fact that in some foreign countries 
supplies from current production graduaUy became more 
closely equated with prevaUing demands. These countries 
were thus in a position to reduce their imports and also to 
market more goods abroad at prices reflecting relatively 
favorable supply conditions. The less countries were 
successful in reducing the gap between demand and supply 

Table 15.—Imports for C o n s u m p t i o n i n t o t h e U n i t e d S t a t e s o f 
Commodi t i e s trom t h e 16 Countries Part ic ipat ing i n t h e 
Eixropean Recovery Program 

[Millions ot dollars] 

Commodity 

Total . 

Woodpulp 
Newsprint 
Clocks, watches, and parts 

Fibers and textiles, total 
Woolens and woolen manufactures.. 
Cotton manufactures 
Synthetic flbens and manufactures.. 
Flax, hemp, and ramie manufac

tures 
other fibers and textiles 

Cigarette leaf tobacco 
Diamonds 
Whiskey 
Othe'r beverages 

Steel mill products 
Iron and steel scrap 
Iron ore 

Automobiles 
Tractors 

Coal tar products 
Other chemicals 

Chinaware, porcelain, earthenware and 
glassware 

Furs and manufactures 

Sardines 
Other fish and fish products 
All other imports 

1948 
Quar
terly 

average 

14.8 
5.5 

16.0 

41.3 
12.7 
7.3 
7.1 

6.0 
8.6 

11.1 
10.8 
9.7 
4.3 

1.7 
2.3 

7.4 
3.1 

4.0 
3.7 

3.8 
4.4 

2.4 
1.7 

87.6 

1948 
Fourth 
quarter 

271.1 

7.5 
5.8 

17.4 

43.0 
14.2 
8.1 
5.0 

5.6 
10.1 

10.4 
8.7 

12.4 
6.0 

18.9 
3.5 
2.7 

9.5 
3.7 

3.5 
3.8 

4.6 
2.2 

2.2 
2.3 

103.0 

1949 

First 
quarter 

238.9 

5.6 
6.6 

11.6 

37.6 
11.8 
7.4 
3.1 

5.7 
9.6 

10.4 
5.5 
8.0 
3.6 

27.8 
10.8 

.9 

4.5 
3.2 

3.4 
4.3 

4.0 
3.7 

1.9 
2.1 

Second 
quarter 

4.6 
2.2 

12.3 

24.4 
8.7 
5.2 
1.0 

4.2 
5.3 

10.5 
5.4 

12.0 
7.6 
3.4 

1.1 
P) 
2.2 
3.5 

3.8 
3.1 

1.3 
1.5 

65.5 

Third 
quarter 

5.0 
3.1 

12.7 

29.7 
12.3 
5.4 
1.0 

4.7 
6.3 

10.8 
7.5 
9.0 
3.3 

3.4 
2.2 
8.4 

.5 

2.0 
1.0 

4.2 
3.2 

1.8 
.9 

76.9 

Fourth 
quarter' 

13.5 
1.2 

16.9 

40.6 
14.7 
7.5 
2.7 

5.7 
10.0 

8.9 
14.1 
6.1 

2.4 
.3 

3.3 

2.1 
« 

3.6 
4.5 

4.1 
2.9 

1.5 
2.4 

92.8 

1 October-November at quarterly rate. 
2 Less than $50,000. 
Source: U. S. Department ot Commerce, Bureau of the Census. 

the more urgent %vas the need to devalue their currencies as 
a means of reducing domestic demands for imported goods 
and diverting a greater volume of merchandise to markets 
abroad. 

The generally higher production abroad made possible 
another development which contributed to the fall in United 
States exports. This was the increased success of efforts on 
the part of most countries to obtaia imports from areas other 
than the United States, as evidenced by the numerous 
bUateral trade agreements concluded between foreign 
countries during 1949, and more concretely, by avaUable 
data covering the foreign trade of other countries. While 
United States exports to Western Hemisphere countries and 
to Western Europe registered sizable declines from the 
second to the third quarters of the year, shipments from each 
of these areas to the other showed some increase. This 
development wiU be further accentuated by the greater 
ability, since devaluation, of foreign goods to compete in 
price with United States products in thhd markets. 
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The further contraction in United States imports duriag 
the thhd quarter, although partially a seasonal movement, 
reflected in general an extension of developments which had 
become apparent earlier in the year. Relatively large sup
plies of nonferrous metals imported during previous months 
of 1949 remained unconsumed and hence lessened the need 
for current imports. Price uncertainties undoubtedly added 
some further impetus to the decline in import demands, 
particularly for goods supplied by Western Europe and 
other countries where currency devaluation was anticipated 
in many quarters. 

Shice the decliae in imports duriag the thhd quarter was 
substantiaUy smaUer than the corresponding contraction hi 
exports, there occurred a substantial reduction in the United 
States export surplus, especiaUy with Western Europe. In 
October and November, moreover, there was a further drop 
in the trade deficit of other countries with the United States 
as a result of an upswing in imports and a continued faU 
in exports. 

While the heavier United States foreign buying during the 
last months of the year iacluded a substantial amount for 
the Christmas trade and larger seasonal shipments of pro
ducts such as coffee, it also refiected the general recovery in 
United States consumption of raw materials in the latter 
half of 1949, and the more limited abUity of consumers to 
draw upon inventories, many of which had now become 
relatively low. 

Currency devaluations abroad late in year 
While the currency devaluations had been hi effect for 

only about a quarter of the year, and it is too early to state 
definitive conclusions as to the effects in United States 
markets, certain generalizations can be made upon the 
observed effects to date. Devaluations have had little 
effect on prices of major United States import commodities, 
most of which are determhied by demands prevaUing in this, 
the principal market. Prices of items such as whiskey, for 
which foreign suppUes remained low relative to United 
States import demands a t pre-devaluation prices, also 
remaiaed unaffected. 

For numerous products supplied by Europe (such as 
textUes, brandy, automobiles, olive oU, and leather goods) 
the drop after devaluation in delivered doUar prices, although 
generaUy not in fuU proportion to the reduction in foreign 
currency values, was nevertheless substantial. More im
portant, delivered doUar prices currently being quoted by 
European producers of some items, such as certain hon and 
steel products, are below those prevaUing for similar items 
produced in the United States. 

As a result of such adjustments and the efforts oh the 
part of these and other countries to improve techniques 
of marketing abroad and to reduce costs in both home 
consumption and export industries, foreign competition wUl 
presumably assume a graduaUy more prominent role in 
regulating world trade. At the same time, it should be 
feasible to eUminate many of the import and foreign exchange 
controls by means of which foreign countries are currently 
attempting to achieve closer balance in theh international 
accounts. 

Financial Developments 

Jb INANCIAL developments in 1949 differed hi several 
important respects from the pattern which had prevailed 
throughout the greater part of the postwar period. One of 
the most significant changes from 1948 was the sharp re
duction in the demand for new capital funds by business— 
a reflection of the reversal of the expansionary forces which 
had previously dominated the general economic situation. 

The terms on which funds were made avaUable to both 
busiaess and consumers were eased during the year and in
terest rates were generaUy lower. This was in part the result 
of actions taken to cushion the recessionary tendencies which 
emerged early in the year. The reduction in business de
mand for funds was, however, also important in this respect. 

Some moderation in the terms of equity financing was also 
indicated by developments in the stock market in 1949. The 
generaUy dowmward trend of stock prices which began ia the 
latter part of 1946 persisted with some interruptions through 
the spring of 1949. A strong upward sm-ge of stock prices, 
however, occurred in the second half of the year at a tune 
when corporate earnings were weU below and corporate divi
dends only sUghtly above the postwar peak reached in 1948. 

Business requirements lower; those of 
Government higher 

With gross private domestic investment lower in 1949, 
there was less reliance by business on external financing. 
There was, however, a substantial increase in the iinancing 
needs of the Federal Government as a result of a shift from 
a surplus in 1948 to a deficit ia 1949. This shift largely 
counter-balanced the reduction in business investment which 
occurred last year. 

With the Federal Government shifting from a surplus to 
deficit position and thus increasing its outstanding debt. 

sales of Federal securities were channeled largely into the 
hands of nonfinancial busiaess and consumers. Although 
commercial banks also added to theh holdings, there was an 
offsetting reduction at Federal Reserve banl^s, and hence 
little net change in the over-aU banlciag system's ownership 
of Federal securities. 

Increased liquidity characterized most of nonfioancial busi
ness but was especiaUy pronounced in manufacturhig. In 
this sector financial developments permitted not omy an 
increase in cash and U. S. Government securities at a time 
when prices and sales were lower, but also aUowed a sub
stantial reduction in short-term debt. 

At the consumer level the net change in cash and U. S. 
Government security holdiags was small, and ia contrast to 
business, indebtedness continued to rise with the increased 
housing and greater avaUabUity of durable consumer goods 
and the easiag of credit terms. On an over-all basis, in
debtedness of both business and consumers at the end of 
1949 was not abnormaUy large, if viewed in historical per
spective, with reference to the relation of servicing charges 
to the level of incomes currently earned. 

Bus iness F i n a n c i n g 

Recent changes in the financing of business are pictured 
in table 16 showing the principal sources and uses of funds of 
nonfinancial corporations. In this table, expenditures for 
fixed assets and additions to other assets are classed as 
"uses" of funds; corporate savings, depreciation allowances, 
net sales of new corporate securities and iacreases in other 
UabUities are classed as "sources". Decreases in assets or 
liabilities are, for convenience, shown as negative uses or 
sources respectively. 
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Table 16.—Sources a n d Uses of Corporate Funds 1946-49 ' 

[Billions of dollars] 

Item 

Uses: 
Plant and equipment 
Inventories (book values) 
Receivables 

From business.. 
From consmners 
From government 

Cash and deposits * 
U. S. Qovemment securities' 
Other current assets 

Total 

Sources: 
Betaincd profits ' . 
Depreciation 
Payables (trade) 
Federal income tax liability 
Other current liabilities 
Bank loans (excluding mortgage loans) 

Short-term 
Long-term 

Mortgage loans _ 
Net new issues.. 

stocks — 
Bonds 

Total 

Discrepancy 

1946 

11.6 
11.2 
4.8 
5.1 
1.7 

- 2 . 0 
1.1 

- 5 . 8 
- . 7 

' 2 2 . 2 

7.7 
4.2 
4.0 

- 1 . 6 
1.8 
3.3 
1.9 
1.4 
. 6 

2.3 
1.3 
1.0 

<22.3 

- . 1 

1947 

15.0 
8.9 
6.7 
4.2 
1.7 

- . 2 
1.3 

- 1 . 6 
- . 1 

29.3 

11.4 
4.9 
2.6 
2.7 
. 6 

2.6 
1.6 
1.2 
. 8 

4.4 
1.3 
3.1 

30.0 

- . 7 

1948 

17.3 
6.3 
2.3 
. 8 

1.4 
. 2 

- . 1 
. 1 

(.') 
25.9 

12.5 
6.5 

. 9 

. 9 
P) 

1.2 
. 6 
. 6 
. 7 

6.0 
1.2 
4 .8 

27.7 

- 1 . 8 

16.0 
- 3 . 7 
- . 7 

- 1 . 6 
.9 

(') 
.9 

1.9 
- . 2 

14.2 

7.8 
6.2 

- 1 . 6 
- 2 . 3 

.3 
- 1 .8 
-1 .4 
- . 4 

.5 
5.1 
1.3 
3.8 

14.2 

1 Excluding banks and insurance companies. 
' All data for 1949 are partly estimated. 
3 Less than $50,000,000. 
' Previously published tables, cash and U. S. seciuritjes were classified as sources of funds 

since imusually large wartime accumulations made possible a substantial reduction of these 
liquid assets to finance e.xpansion in the early postwar period. In view of the substantial 
increase in these assets in 1949—reverting to a more normal status as a use of funds—those 
items were changed to the "uses" side. The shift in classification affects particularly total 
sources and uses m 1946 which were reduced by $4.7 billion. Totals for the years 1947 and 1948 
were changed but slightly since there was little or no net change in these assets. 

5 Eetained profits mclude depletion. Actual fourth quarter data on corporate profits are 
not yet available. In deriving retained earnings and Federal income tax liability estimates 
for 1949, estimates of corporate profits for the year were obtained in the maimer described in 
footnote 3 of table 2. 

Source: U. S. Department of Commerce based on Securities and Exchange Commission 
and other financial data. 

$12 billion reduction in corporate requirements 
Total uses of corporate funds ia 1949 amouated to about 

$14 bUlion, or $12 biUion less than in 1948. As may be seen 
from the table, there was only a moderate decline in plant 
and equipment outlays of corporations from $17.3 billion 
in 1948 to $16 bUlion hi 1949.' In contrast, the book value 
of corporate iaventories feU by $3.7 bUlion in 1949 reversing 
the sharp upswing which was maintained throughout the 
earlier postwar period. The reversal of inventory trends 
alone, centering primarily in manufacturing corporations, 
accounted for a net reduction of about $10 biUion from 1948 
to 1949 in the total demand for new capital; for whereas 
the expansion of iaventories in 1948 requhed about $6.3 
biUion of new financing, the 1949 contraction—a negative 
use or a source of funds—actually freed about $3.7 biUion 
for other uses. 

Reduced requirements also prevaUed in corporate financ
ing of customers. Throughout the fhst three fuU years of 
the postwar period, expandiag sales of corporations were 
accompanied by iacreased credit granted to consumers and 
other customers. During 1948, the credit expansion, whUe 
below that of the previous year, amounted to the sizeable 
total of $2.3 bUlion. In 1949, corporations reduced theh 
customer credit outstanding by $700 million. 

A more raeaniagful picture of the financial requhements 
associated with the changes in corporate receivables is obtained 
if viewed in connection with corporate payables, since a 
large part of the movement of these items reflects inter
corporate business financiag. (For example, if one corpora
tion seUs its product on credit to another corporation, 
corporate receivables and payables both rise by an equal 
amount and no new outside financing is requhed at that 
tune.) Referring to the table, it may be noted that the 

' P'nlike related data in the gross national product accounts, these estimates of plant and 
equipment expenditures exclude capital outlays charged to current account. 

drop of $1.6 bUlion in corporate receivables from busiaess 
firms was equal to the reduction of corporate (trade) pay
ables. Thus, net receivables (total receivables less pay
ables) rose by about $0.9 biUion, largely refiectiag the further 
extension of credit to consumers. This increase was, how-
evei-, somewhat lower than that which occurred in 1948. 

Corporations add to liquid assets 
The shifting emphasis in corporate financing in the post

war period is clearly reflected in the trend of liquid asset 
holdiigs. Emerging from the war in an unusuaUy Uquid 
state as a result of the limited private capital investment 
outlets during the war years, corporations helped finance 
theh heavy initial postwar capital requhements by drawing 
on theh accumulations of U. S. Government securities. 
Liquidation of these securities hi 1946 exceeded additions 
to cash by about $4.7 biUion. In 1947 and 1948 on the other 
hand, holdings of Uquid assets—cash and U. S. Government 
securities—underwent Uttle change. Relatively, however, 
the liquidity position of corporations continued downward 
ia these years as the volume of activity and prices continued 
to rise. By way of contrast, in 1949 corporations were in 
a position to add almost $3 biUion to theh liquid assets, an 
increase which occurred whUe sales and prices were falling 
moderately. As a result of these changes, there was a sub
stantial increase in corporate Uquidity in 1949. 

Lower business savings and borrowing 
In meethig the reduced fiaancial requhements in 1949, 

corporations continued to rely prhnarUy on such sources of 
funds as retained profits and depreciation aUowances. Cor
porate dividend payments were up slightly from 1948 to 
1949; hence the fuU impact of the lower profit levels ia 1949 
was refiected iu retained corporate earniags which feU by 
about $5 bUUon from 1948. Takiag into account the mod
erate increase in depreciation, the total for these sources in 
1949 amounted to $14 bUlion as compared with $18 bUlion 
in 1948. With total requhements showing a larger per
centage decliae, internal financiag, including changes in 
tax reserves as weU as retaiaed earnings and depreciation 
aUowances, was relatively more important in 1949 than in 
the preceding year. 

With working capital requhements reduced, corporate 
business liquidated about $1.8 bUlion of outstanding bank 
loans during 1949, thus reversing the steady upward trend 
of business borrowing from banlcs which had been under way 
since the end of the war. The reduction was largely confined 
to the fhst half of the year, and as might be expected from 
the change in financing requhements, was centered in loans 
with maturities of less than a year. 

Long-term corporate debt continued to expand throughout 
1949 reflecting the still heavy fixed capital requhements of, 
business corporations. Despite the substantial postwar in
crease in interest-bearing indebtedness, corporate interest 
payments in 1949 continued low in relation to corporate 
earnings. These pajmients represented, for example, ap
proximately 8 percent of corporate profits before taxes and 
interest payments in 1949, as compared with 20 percent in 
1940 and 30 percent in 1929. . 

Net new securities issues of $5 billion 
Sales of new securities (less retirements) by nonfinancial 

business corporations continued to be an important source of 
capital funds in 1949, although the total of $5 biUion was 
about $1 bUlion lower than in the peak year 1948. The $1.3 
biUion sales of equity securities was at about the same level 
as in each of the three preceding years. Net sales of debt 
issued were about $1 billion lower than in 1948 but still 
substantiaUy higher than in 1946 and 1947. "WliU(» the 
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proportion of equity to total new issues rose somewhat in 
1949, the equity share of total funds raised in the securities 
markets has, since 1947, remained below the ratios during 
comparable periods of economic activity in the past. 

If, however, account is taken of the considerable volume of 
financing from retained earnings in recent years, the share 
of total equity financing relative to total requhements 
compares favorably with the prewar proportions. 

I n view of theh stiU heavy financing needs, public utUities 
maintained their net sales of securities in 1949 at the volume 
of the precediog year. I t may be noted that these corpora-
tions_ placed more emphasis on stock issues in 1949 than in 
previous postwar years and theh increased offerings largely 
offset reduced sales of equity issues of other major corporate 
groups. 

R e d u c e d C o s t o f R a i s i n g F u n d s 
A general easing of terms of financing for both business 

and consumers occurred in 1949. This was a result of 
dhect government actions towards easier credit coupled %vith 
the lower investment demand of business. FoUowing the 
downturn of general business activity early in the year, legal 
reserve requirements of banlvs were lowered thus freeing 
banlc resources for income-yielding investments. At the 
end of June, the Federal Reserve Board aimounced a change 
in policy related to its investments in U. S. securities which 
aimed, at moderating terms of borrowing and preventiag any 
pressure on banlc lending activity which might be associated 
with a downtm-n in business activity. 

Consumer borrowing—both long and short-term—was 
stimulated by the elimination of controls on iastahnent 
purchases which, after a temporary lapse, had been reimposed 
in late 1948, and by a broadeniag of the secondary market 
for " G - I " mortgages. Action was also taken to increase 
the avaUabUity of credit for stock purchases by reducing 

Chart 17.—Corporate Bond and Comnaoii Stock Yields, 
a n d Earnings /Pr ice Ratios 
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1 Based upon data for common stocks listed on the New York Stock Exchange; total 
reported earnings for the year expressed as a percentage ot the total market value (num-
her of shares times average prices) of these stocks. 

2 Data are averages ot daily figures. 
5 Based upon dat» for common stocks listed on the Now York Stock Exohango; total div

idends for the year expressed as a percentage ot the total market value (number ot shares 
times average prices) of these stocks. 

Sources of data: Bond yield, Moody's Investors Service; earnings/price ratio and divi
dend yield through 1938, Common Stock Indexes, Cowles Commission Monograph No. 3, 
and for tlje following years extrapolated on the basis of movements shown by Moody's 
earnings, stock prices, and dividend series. 

margin requirements to 50 percent, a rate not much higher 
than in the late prewar and wartime (through 1944) period 
when a 40 percent requhement was in effect. 

With reserve reqiurements reduced, banks increased theh 
holdiags of short-term U. S. securities, which were for the 
most par t purchased from the Federal Reserve System. The 
stimulus to find iavestment outlets for funds freed by the 
reduced requhements served to increase the avaUabUity of 
funds to private borrowers. In 1948, banks found i t neces
sary to seU U. S. securities to the Federal Reserve in order to 
secure funds for bushiess and consumer loans. 

Yields on U. S. Government securities reacted quickly to 
the easier monetary conditions. Prices of government 
issues, especially those with intermediate and short-term 
maturities, rose substantiaUy ia the middle months of the 
year and thereafter steadied or contiaued slowly upward to 
levels which involved, for the year as a whole, sizable reduc
tions hi yields on both long- and short-term securities. 

The easier financing terms for corporate business are 
reflected in the trends shown hi chart 17. Aheady low in 
historical perspective a t the start of the year, though higher 
than in the immediate postwar years, the yield on corporate 
bonds declined from 3.1 to 2.9 percent in 1949, bringhig the 
average to the lowest point since early 1947. Terms of 
equity financing were also down in 1949, after reaching a 
3-decade high in 1948. A decline in corporate earnings in 
1949 coupled m t h a sharp upturn of stock prices in the 
second half of the year reduced the earnhigs-price ratio to 
9.7 percent by the last quarter of the year as compared with 
a.n average of 12.6 percent in 1948. By the end of the year, 
the relation of earnings to stock prices was down to the 1947 
level. Dividend yields also turned down in the second half 
of 1949. 

At the close of the year, terms of equity financiag in 
general did not compare unfavorably with those which pre
vaUed in the prosperous period of the middle twenties. Since 
iaterest rates are currently well beloAV those prevailing in 
that earlier period, however, the relative attractiveness of 
borrowed funds has been increased considerably. 

C o n s u m e r F i n a n c i n g 

The major factor in determining the level of consumer 
spending is, of course, the current income received by indi
viduals. Since the end of the war, however, spending out of 
current income has been buoyed by record holdings of Uquid 
assets and by the relatively low volume of consumer debt. 
Actually holdiags of U. S.. Government securities by indi
viduals and unincorporated businesses continued to increase 
through the postwar period, although in 1948 and 1949 the 
net pm-chases amounted to only about $1.0 bUUon a year. 
During each of the last 2 years, holdiags of cash were reduced 
by an approximately equal amount. Individuals have, of 
course, continued to add to theh savings in the form of 
insurance reserves, shares in savings and loan associations, 
and to an increasing extent hi the most recent period, in the 
form of pm'chases of securities other than Federal issues. 

At the same time, consumers iacreased theh outstanding 
debt. Dm-hig 1949, theh- mortgage debt rose by about $3.5 
bUlion and theh short-term instalment indebtedness by $2.0 
billion. The latter rise was accoimted for almost enthely 
by increased buying of consumer dm-ables, particularly 
automobiles. While easier terms, foUowiag upon the re
moval of all government restrictions by mid-1949, undoubted
ly contributed to the high volume of new consumer short-
term borrowing, a major influence in the 1949 rise, as in 
previous postwar years, was the expanded flow of goods 
available to consumers. Despite the rapid postwar rise in con
sumer debt, however, the amount outstanding a t the end of 
the year was not unusually high relative to consumer income 
currently being earned. 
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Employment and Labor Developments 
29 

1 HE demand for labor continued strong throughout most 
of 1949. However, with activity reduced from the peak 
reached in late 1948, notably hi manufacturing, and with the 
more effective organization of production, job opportunities 
were fewer. 

The average number of civUian workers employed during 
the year was 58.7 miUion—670,000 below 1948 but exceeding 
the employment in any peacetime year except 1948. With 
the labor force larger, unemployment rose above the minimum 
levels characterizing the earlier postwar years, expanding 
from an average of about 2 mUlion workers ia 1948 to 3.5 
mUlion in 1949. With the improvement in economic condi
tions around midyear, total employment increased somewhat 
although it showed no further significant gains after August. 
In the closing months of the year employment was moderately 
below the postwar highs of a year earlier. 

Along with reduced employment, weekly hours worked 
were also cut, due ia part to the increase in involuntary part-
time work and the lessened necessity for overtime work as 
production overtook demand in more and more lines. Thus, 
the man-hour input in 1949 in the private sector of the 
economy was below 1948. Real private national output was 
not materially different from 1948 so that output per man-
hour in this sector apparently increased moderately. This con
clusion is necessarUy based on an approximate measure of the 
real output and man-hours because of the inadequacy of the 
basic data and the difficulties in the problems of measurement. 

The productivity gain in 1949 is attributable in part to the 
large volume of new and more efficient equipment instaUed as 
reflected by the extraordiaarUy high expenditures of pro
ducers of capital goods in the postwar years. Another 
contributing factor was the greater avaUabUity of resources 
during most of the year in relation to output, which had the 
effect of removing most production bottlenecks and providing 

[ an adequate flow of materials. 

j Major labor force trends 
1 The labor force, includiag the military services, averaged 
I 63.6 mUlion in 1949, more than 800,000 over 1948. The 
} increment was only moderately in excess of the normal 
[ increase based upon population growth. About a fourth of 
\ the gain in the labor force between 1948 and 1949 originated 
I in the entry of veterans of World War I I who had not been 
I job seekers in 1948, a fact which accounts for the more than 
' normal increase in the labor force last year. It is to be noted 

that the gi-owth of the civUian labor force in 1949 was 
roughly half that of the preceding year. 

Women, youngsters, and older workers contioued workhig 
in proportions above the prewar pattern with the result that 
the labor force as a whole remained larger than is implied in 
the labor-force projections based on the trend hi prewar 
participation rates. As a group, women comprised 29 percent 
of the labor force in 1949; in 1940 they accounted for a little 
more than 25 percent. About 1 mUlion more boys and ghls, 
aged 14 to 17, were both employed and em-oUed in school at 
the beginning of the school year than at the time of the 1940 

! census. 
I At the same time relatively fewer young men between the 
q ages of 20 and 24 were in the labor force, mainly because of 

4 the extended schooling of veterans. SimUarly, the propor-
jtion of worldng women, aged 20 to 34, was well below the 

-| prewar pattern because of increased responsibility for home 
3 and chUd care. 

i Employment in 1949 
4 Total civilian employment averaged about 58.7 million, 
;| 670,000 under 1948, but 700,000 above 1947. Agricultural 
I employment on the average was slightly higher during the 

fii-st half of the year, largely because of more favorable 
weather conditions, but by the year's end the number of 
farm workers was about 600,000 below December 1948. 
After midyear, nonagricultural employment rose for a time 
and, apart from the adverse effects of the coal and steel 
strikes, remained at the higher level. In each of the last 
four months of 1949 nonagricultural employment was about 
300,000 below the corresponding months a year ago.̂  

The most marked decline in nonagriciUtural employment 
occurred in manufacturing in which the number of employees 
averaged 14.1 mUlion in 1949, about 1.2 million under 1948. 
Even so, average employment in manufacturing in 1949 com
prised a slightly higher proportion of total private non-
agricultural employment than in 1929 and 1939. Less-
severe losses were experienced in transportation and mining. 
Trade, services, and construction remained virtually un
changed at the high 1948 average. Government employ
ment, especially at the State and local levels, and finance 
increased slightly. 

Thus the commotUty-produciag iadustries which had been 
operating at unusuaUy high levels decreased their employ
ment as postwar bacldogs were replenished. Two major 
exceptions, the construction and automobile industries, 
held their workers while increasing output indicated im
proved efficiency and better-balanced materials supply during 
most of the year. 

The trend within manfacturing 
The loss in employment in manufacturing, both in absolute 

and relative terms, was generaUy much greater in the durable-
goods industries than in the nondurable group, as is evident 
from chart 18. This chart shows a comparison of the 
employment change by percent and in numbers for 20 major 
manufacturing industries arranged in the order of the volume 
of change from September 1948 to September 1949. Sep
tember was selected as the month of comparison rather than 
some later month since employment was at or near the post
war peak in September 1948 and the volume of employment 
in some major industries in the months after September 1949 
was influenced temporarUy by the effects of the steel strike. 

Because of the marked increase in activity in nondurable 
goods beginning in June, employment in these industries as 
a whole during the last quarter was only about 3 percent 
below the 1948 peak. The decline in the durable-goods in
dustries was deepened in October and, to a lesser extent, in 
November by the dhect and indhect effects of the steel 
strUce. The decline in employment from September 1948 
to September 1949 was about 12 percent which represented 
a loss of about 1 million jobs. 

Unemployment higher during the year 
Unemployment reached a seasonal peak of 4 mUlion in 

July and remained around 3.5 mUlion during the last five 
months of the year. Unemployment among men rose rela
tively more than among women, but unemployment rates 
during the last quarter were about the same, 5.6 percent of 
the respective labor force for both groups. 

Unemployment and its relative incidence as a percent of 
the civUian labor force for the last three years, and for 1940, 
is shown below: Averatje number Percent of the 

unemployed civilian labor 
Year: {millions) 

1940 8. 1 
1947 2. 1 
1948 2.1 
1949 3.4 

force 
14. 6 
3.6 
3.4 
5.5 

1 Because ot a change in sample in August 1949, the data are not strictly comparable, and 
according to census reports nonagricultural employment was probably closer to half a million 
below the level of December 1948. The labor-force data were similarly affected. 
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Char t 18.—^Absolute and Percent Change in Employmen t 
for Major Manufac tur ing Industr ies , September 1948 
to September 1949 ^ 
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The average duration of unemployment in December 1949 
remained low, although somewhat above December 1948. 
Furthermore, of the 3.5 mUlion unemployed in December 
1949 about 2.7 miUion had been without work less than 15 
weeks. 

The concentration of unemployment in manufacturing 
centers in New England and a few other centers of specialized 
production became sufficiently serious to receive special 
attention from Federal and State authorities beginning about 
mid-1949. 

Fewer job opportunities in 1949 
Labor turn-over in manufacturing furnishes further evidence 

of the loosening of the job market in 1949. The rate of hiring 
remained below 1948, and about equal to 1939. Separation 
rates for all causes were about as high as 1948 and well above 

1939, a year of increasing employment. The quit rate, 
which measures the rate of persons voluntarily leaving jobs, 
was weU below 1948 and for the first time in the postwar 
period began to approach the prewar figure. During the 
first six months, the lay-off rate reached the highest level of 
the postwar period. 

Decline in hours 
Not only did nonagricultural employment decline, but 

average weeldy hours dropped about half an hour between 
1948 and 1949. Part-time emplojnnent, especially of the 
involuntary type, increased. The average number of 
workers, 38.5 miUion, who were employed 35 hours per week 
or more was down 5 percent from 1948, although total civUian 
employment was off only 1 percent. 

Weekly hours worked in manufacturing averaged 39.1 in 
1949, 1 hour less than in 1948. Rather sharp declines in 
hours worked occurred in the lumber and primary metal 
manufacturing industries. Many industries, including the 
textUe, apparel, furniture, and rubber groups, however, 
raised hours rather sharply in the fall of the year, apparently 
in an effort to meet increased orders. 

Most nonmanufacturing industries, including trade, con
struction, services, communication, and transportation re
duced hours worked moderately during the year. In coal 
and metal mining, especiaUy copper, average hours were 
down marketUy. 

Average hourly and weekly earnings higher 
Because of moderately lower consumers' prices the average 

worker was better off in 1949 as a whole than in 1948. In 
manufacturing, real weekly earnings were up about 3 percent 
in contrast to the movement between 1947 and 1948 when 
the increase was negligible. UtUities workers fared even 
better. Coal miners, on the other hand, experienced a re
duction in real weekly earnings with the shortened week, 
though their hourly earnings continued to rise. 

Average hourly earnings for aU wage earners increased 
between 2 and 3 percent from November 1948 to November 
1949. Only workers in the transportation, communication, 
and gas and electric industries, with about a 12-percent gain, 
obtained substantially more than this. Establishment of 
the 40-hour week on raUroads without loss of pay was an 
important factor. The rise in average hourly earnings in 
manufacturing during the period was slight. 

These comparisons cover cash wages paid and do not in
clude the income secured by employees in the form of insur
ance and rethement benefits. Settlements of labor disputes 
involved substantial increases in so-caUed fringe benefits of 
both contributory and noncontributory nature, iacluding 
pensions, and various types of insurance became of increasing 
importance in 1949. These settlements wUl mean a signifi
cant rise in non-wage income although many of them did not 
become effective until 1950, especially those concerned with 
large numbers of workers in the steel and automotive in
dustries. 

Because of reduced hours worked, average weekly earnings 
increased less than the hourly rates—between 1 and 2 percent 
on an aU-industry basis. The largest gains were obtained in 
transportation and public utUities, and trade and service. 
The faU pick-up in hours worked in manufacturing was 
sufficient to raise weekly earnings for the year to an average 
above 1948 and about equal to the peak reached in the last 
quarter of that year—although there was considerable varia
tion in movement among individual manufacturing indus
tries. Construction workers averaged slightly more in 
average weeldy earnings in 1949 than in 1948. Wage rate 
increases were sufficient to offset slightly reduced hours. 
Both wholesale and retaU trade reported relatively stable 
hours and moderately higher average hourly and weeldy 
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earnings. Telephone workers added about $3.00 to theh 
weeldy earnings and utUities workers gained about the 
same increase. 

Wage rates hi manufacturhig, as iadicated roughly by 
straight-time hourly earniags, iacreased by about 1.4 percent 
(September to September), slightly more in durable goods 
manufacture, less in nondurable goods. For the year as a 
whole, however, the increase in average straight-time hourly 
earnings in 1949 over 1948 was 5 percent, reflecting wage 
rate increases obtained in 1948 and maintaiaed dm-ing the 
past year as weU as some 1949 increases. 

Labor relations and negotiations 
With the moderate decline in the cost of living and reduc

tion of employment and profits in many iadustries, no pattern 
of money wage increase emerged and the number and size of 
wage increases fell sharply. In a large number of industries 
the emphasis shifted from wage increases to pension and 

welfare benefits, resulting in protracted negotiations in which 
the steel and automobUe industries set the pace. 

A number of industries, including men's clothing and seg
ments of the shoe and textUe industries, agreed to the con
tinuation of the existing wage rates. Concurrently, wage 
hicreases were extended to some workers in the public utilities, 
paper, printing, transportation, and the metal-working in
dustries. In a few instances some workers accepted wage 
cuts for the first time in the postwar period, in accordance 
with previous agreements tying wages with the cost of Uving. 

After more than 7 months during which industrial disputes 
resulting in work stoppages reached the lowest levels of the 
postwar period, the combined effect of the steel and coal 
strikes brought the total time lost for the year up to almost 
half that of 1946 and higher than any other postwar year 
except 1946. Man-days idle because of industrial disputes 
comprised 0.6 percent of estimated working time in 1949, 
more than twice the rate of the 1935-39 average. 

The Business Population 
J. HE business population during 1949 followed the course 

of business activity, declining in the first 2 quarters and then 
leveling off in the later months. Fewer businesses were 
started and discontinuances iacreased. Fhms in operation 
during the year averaged approximately 3,900,000, about 2 
percent lower than in 1948 but 18 percent or 600,000 more 
than in 1939. 

Seasonal influences 
Although the number of fhms in operation has shown a 

steady decliae since mid-1948, it is necessary to take account 
of the fact that the business population is subject to seasonal 
influences. Characteristically the number of new businesses 
formed is relatively high in the fhst half of the year; this was 
true even in years like 1946 and 1947. In this earlier period, 
however, the number of firms in operation was so low relative 
to the general level of business activity that bhths were 
substantiaUy in excess of deaths and the seasonal declines 
hi bhths in the second half of the year were stUl insufficient 
to cause a drop in the business population. Now that this 
"deficit" in firms has been made up, bhths and deaths are 
much more nearly in balance and these seasonal movements 
cannot be ignored. 

On a seasonally adjusted basis the peak in the business 
population was reached about the end of 1948, even though 
there was an actual drop in the number of operating firms in 
the latter half of 1948. 

The slackened pace of business activity in the first half of 
1949 dampened the rise in new fhm formation and the 
increasiagly competitive market situation which accompanied 
the easing in prices and output took heavier toU of existing 
businesses. The 50,000 decline in the number of firms in 
operation was clearly counter-seasonal in character. Tenta
tive estimates for the last 6 months of the year indicate little 
more than the usual seasonal decline in bhths whUe the 
stabUization of activity in the remainder of the year had 
the effect of reducing slightly the number of discontinuances. 
Consequently, the number of fhms hi existence at the close 
of 1949 was substantiaUy unchanged from the mid-year 
level if seasonal infiuences are taken into account. 

Change in factors affecting births and deaths 
In 1949, to a greater extent than in other postwar years, 

movements in births and deaths were governed by changes in 
the general business situation. The trend in the number 
of new and discontinued businesses since 1944 is Ulustrated 
in chart 19, which brings out the initial rise and subsequent 

faU hi the number of new firms and the steady upward 
movement in discontinuances. 

During the war the number of firms feU quite sharply, 
whUe the immediate postwar years saw an extraordinary 
expansion of the business population untU its normal rela
tionship with gross national product was reestablished early 
ia 1948. The decliae ia bhths between 1946 and 1948 was 
a reflection of the fact that a decreasiag number of firms 
was requhed to make up the "deflcit" in the business 
popiUation which had been caused by the war. Although 
the number of discontinued businesses has shown a steady 
rise since 1944, the rise up to 1948 for the most part reflected 
the fact that a large proportion of the flrms in the business 
population was very young and the mortality rate of such 
firms is ordinarUy quite high. 

Fewer operating firms in most industries 
More fhms were discontinued last year than were formed in 

each of the major iadustry divisions. In terms of the average 
number of fhms in operation during the year, however, there 
appears to have been a smaU rise over 1948 in contract 
construction, as indicated in table 17. With the exception 
of mining and quarrying and manufacturing, however, the 
percentage declines in the major industries were quite smaU. 

The excess of deaths over bhths in manufacturing repre
sents a continuation of the 1948 trend. The decUne in the 
demand for the products of manufacturing plants in the first 
half of 1949, which was evident ia the sharp drop in manu
facturing output, was accompanied by a marked rise in 
discontinuances in a number of industries, notably lumber 
and wood products, paper, cheroicals and metals and metal 
products. Although detaUed data on discontinuances in the 
second half of 1949 are not yet avaUable for these industries, 
what information is at hand suggests that a drop in discon
tinuances accompanied the thhd and fourth quarter rise in 
manufacturing output. 

Manufacturing loses much of postwar gain 
Manufacturing represents the interesting case of an indus

try which has lost a large portion of its postwar growth. As 
can be seen from table 17, the number of manufacturing 
firms in operation during 1949 was fractionaUy below the 
number in existence during 1946, although it was about one-
thhd greater than in 1939, or weU above the aU-industry 
average increase of 18 percent. In a few manufacturing 
industries there have been substantial declines from postwar 
peaks—food, tobacco, lumber, chemicals, stone and trans_ 
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Chart 19.—^Number of New and Discontinued Businesses 
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portation equipment have declined approximately 15 percent 
or more from the peak level of firms in operation. Most 
other manufactm-ing industries have experienced rather smaU 
relative declines while a few—petroleum, for example—have 
shown a fahly steady rise throughout the postwar period. 

One reason for this behavior in the manufacturhig popu
lation is traceable to the fact that, unlike the other major 
industry divisions, the busioess population in manufacturhig 
increased steadUy thi-oughout the defense and war period. 
As can be seen in table 17, manufacturing firms in operation 
duriag 1943 averaged 7 percent above 1939. The manu
facturing population has typicaUy been much more volatUe 
that other industries and the postwar demand for goods and 
high profits stimulated a very pronounced expansion in the 
number of manufactm-ing firms. Data on manufacturing 
profits indicate that profits of the smaUest fhms have under
gone the greatest relative decline since 1947—just as earlier 
they had risen the most—and this has had adverse reper
cussions on new fh-m formation and bushiess discontinuances. 

Failures higher 

Not only was there an increase in total discontinuances 
between 1948 and 1949 but in addition there was a sharp 
increase in the number of faUures as reported by Dun and 
Bradstreet. As has been pointed out in previous issues of 

T a b l e 17.—^Average N u m b e r of F i r m s i n O p e r a t i o n a n d P e r c e n t C h a n g e , by M a j o r I n d u s t r y Divis ions , Selected Yea r s , 19.39-49 

industry group 

All industries 

Mining and quarrying 
Contract construction 
Manufacturing 
Transportation, communication, and other public utihties. 
Wholesale trade 
Retail trade 
Finance, insurance and real estate 
Service industries 

1939 

36.0 
199.7 
223.0 
143.2 
137.0 

,, 558.9 
306.0 
701.8 

Average number of firms in operation 
(Thousands) 

1943 

3,045.1 

32.3 
167.5 
238.8 
121.0 
141.5 

1,400.3 
301.2 
652.5 

3,605.4 

32.4 
242.6 
301.9 
163.0 
181.1 

1,574. 0 
337.6 
772 8 

3,879.0 

33.8 
289.3 
330.5 
180.8 
196.6 

1, 672. 8 
344.7 
830.5 

3,976.1 

35.0 
318.4 
327.9 
187.5 
202.1 

1, 704. 7 
340.3 
854.2 

1949 » 

3,907.7 

33.1 
321.8 
297.1 
187.0 
201.9 

1, 676. 7 
345. 4 
844.9 

Percent change 

1939-1943 1943-194S 1948-1949 1939-1949 

—7.9 

-10 .3 
—21.1 
+ 7 . 1 

—15.5 
+3.3 

-10.2 
- 1 . 6 
- 7 . 0 

+30.6 

+8.4 
+102. 2 
+37.3 
+55.0 
+42.8 
+21.7 
+15.0 
+30.9 

- 1 . 7 

- 5 . 4 
+1.1 
- 0 . 4 
- . 3 
- . 1 

- 1 . 6 
- . 3 

- 1 . 1 

+18.2 

- 8 . 1 
+61.1 
+33.2 
+30.6 
+47.4 
+7.6 

+12.9 
+20.4 

p Preliminary. Source: V. S. Department of Commerce Office of Business Economics. 

the SURVEY the Dun and Bradstreet faUures represent only 
a small fraction of discontinuances, being confined primarUy 
to bankruptcies. 

For the year as a whole failures were about 75 percent 
greater than in 1948, although by prewar standards faUures 
in the aggregate were still quite low, being 20 percent below 
the 1941 level. In terms of the busiaess population increase 
since 1941 the comparison of failm-es over this period appears 
even more favorable. I t is interesting to note, however, 
tha t aU the decline in the number of failures since 1941 is 
concentrated in retail trade. I n manufacturhig and mining, 
wholesale trade, construction, and commercial service the 
number of faUures in 1949 averaged higher than in 1941, 
bu t for the most part failure rates—failures relative to the 
busiaess population—^were lower than before the war. 

Lower demand for capital goods by new firms 

In previous issues of the SURVEY it was pointed out that 
the rapid expansion of the business population in the early 
postwar years gave rise to a considerable demand for new 
investment. In 1946 it is estimated that expenditures on 
new plant and equipment and hiventories by new nonfarm 

business were 10 to 15 percent of the corresponding volume 
of investment by aU nonfarm busiaess. In a period of 
declining busiaess population such as has occurred in the 
past year the demand for capital goods stemming from new 
firm formation has been of slight proportions. The rise 
in discontinuances has resulted ia an increashig stock of 
capital goods—in the form of used plant and equipment— 
avaUable for new businesses. 

This is not to suggest that there is no positive demand for 
investment by new firms with a declinmg business population 
since the used equipment of the discontinuing firms may not 
be of the khid required by the new firms; in addition, there 
may be geographical differences in the areas where used 
plant or equipment is avaUable and where new firms are 
laehig formed. Moreover, of the large number of new firms 
which came into existence in the 1945-47 period, many are 
stiU in a process of growth and are maldng new outlays for 
expansion. 

Nonetheless, with new businesses some 45 percent lower 
than in 1946 and actuaUy lower than deaths, new capital 
expenditures by neAv firms have shrunk considerably in the 
past few years and this has been an important element in 
the weakening of aggregate business demand for new invest
ment. 


